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 EXECUTIVE SUMMARY 
 
Indonesia has embarked upon a radical and rapid 
decentralization program.  Regional autonomy is 
transforming one of the most centralized countries 
in the world into one of the more decentralized 
ones.  If managed well, a country as large and 
diverse as Indonesia will benefit greatly from 
decentralization, through more efficient service 
delivery, but also national unity and democracy.  
Yet, not all is well.  The Consultative Assembly, 
the country’s highest constitutional body, has 
recognized as much by calling for a thorough 
evaluation of the decentralization program, and 
adjustments of the decentralization laws, if needed.  
Indonesia should use the process of revision as an 
opportunity to create a consensus on the type and 
extent of regional autonomy, and define better 
rules of the game to ensure that the benefits of 
decentralization will prevail.   
 
Indonesia’s Big Bang decentralization of 2001 
went remarkably smooth.  The preparation was 
ridden with problems, had to meet tight deadlines, 
and was far from completed by the time regional 
autonomy took effect.  Within one year, the Big 
Bang decentralized much of the responsibility for 
public services to the local level, almost doubled 
the regional share in government spending, 
reassigned 2/3 of the central civil service to the 
regions, and handed over more than 16,000 service 
facilities to the regions.  The country also 
implemented a new intergovernmental fiscal 
framework, which relied largely on a general grant 
rather than the earmarked grants of the past, and 
gave natural resource producing regions a share of 
the resource revenues.  The country switched to a 
new accountability system at the local level, with 
the head of the region being elected by regional 
parliaments, which in turn are elected by popular 
vote.  The dearth of implementing regulations at 
the outset of the program has gradually been 
resolved since then.  Some regions are already 
forging ahead with innovations in service delivery, 
while others have embarked on major civil service 
reforms.  Over 40 percent of Indonesians believes 
their public services have improved after 
decentralization.  A lively civil society has 
emerged at the local level, the press is critically 
monitoring events in local politics, and regional 

associations have become powerful lobby groups 
for regional autonomy.   
 
Regional autonomy is now more firmly embedded 
in the country’s constitution.  The Supreme Court 
has started to protect the rights of the regions by 
voiding government regulations that conflict with 
the decentralization laws.  After the next elections, 
the regions will have their own chamber of 
parliament at the national level.  In addition, the 
heads of the regions will most likely be directly 
elected, a move that can reinforce accountability to 
the local electorate.  All these are major 
achievements for which central and local 
governments can be commended. 
 
However, the rapid decentralization and its hasty 
preparation have left much unfinished business.  
Some of the issues encountered are merely teething 
problems of an ambitious decentralization 
program, and over time they can be ironed out.  
Others could jeopardize the success of the program 
itself, undermine the potential efficiency gains of 
decentralization, and even trigger fiscal imbalances 
and macroeconomic instability over the longer run.  
These issues fall into three broad categories:  (i) 
the assignment of functions over levels of 
government: (ii) local capacity to implement the 
functions; (iii) the intergovernmental fiscal system; 
and (iv) accountability at the local level. 
 
Clarifying Functions 
Two years into decentralization, the assignment of 
functions over levels of government is far from 
clear.  The lack of clarity is in part due to 
weaknesses in the decentralization laws 
themselves.  Conflicting implementing regulations 
and sectoral laws that are out of line with Law 
22/1999 play their part as well.  Some laws passed 
after Law 22/1999, such as the forestry law and the 
civil service law, largely ignore decentralization, or 
indeed conflict with the very concept.  Even some 
of the implementing regulations for Law 22/1999 
itself seem to contradict the Law.  Furthermore, a 
Presidential Decree gave some agencies, including 
those for land and investment approval, temporary 
exemption from decentralization, thus further 
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blurring the division of responsibility over levels 
of government.   
 
Clarity on the assignment of functions is needed 
for accountability at the local level, and is key to 
design an intergovernmental fiscal system that 
provides regional governments with sufficient 
financing for their functions.  The constitution now 
calls for specification of the central government 
functions by law, instead of per regulation, as is 
currently the case.  The Government needs to 
decide whether this should be a separate law, 
whether revisions of Law 22 would be sufficient, 
or whether central government functions should be 
specified in sectoral laws.  For the regions, more 
clarity of functions requires: 
o Changing Law 22/1999 and its implementing 

regulations to specify which functions in the 
decentralized sectors, rather than entire sectors, 
are the obligation of local government. 

o Adjusting sectoral laws and regulations to 
eliminate conflicts with Law 22/1999.  A 
systematic review of existing laws and 
regulations is required, as well as a thorough 
screening of all draft laws to be submitted to 
Parliament. 

o Phasing out of central regulations and decrees 
that maintain functions already assigned to 
regional governments through Law 22/1999—
including land, investment approval, and 
forestry. 

 
Beyond these changes, changes in Indonesia’s 
legal architecture are necessary to maintain clarity 
of functions, once established.  Indonesia’s legal 
system gives precedent of higher regulations over 
lower regulations, special regulations over general 
regulations, and later regulations over earlier 
regulations.  Thus, the principles of 
decentralization in Law 22/99 can be easily 
undermined by later laws and regulations.  To 
avoid this, constitutional changes are likely to be 
needed.  The planned establishment of a 
constitutional commission  will provide a chance 
to create further clarity in decentralization, by 
incorporating some of the ground rules of 
decentralization in the constitution, including, 
among others, rules on the assignment of 
functions. 

 

To further clarify regional functions, the 
Government should formulate minimum standards 
of service for the obligatory functions.  Such 
standards could further clarify what is expected 
form the regions, and could enable citizens to 
compare how their region is doing compared to the 
standards.  Minimum standards should strike a 
balance between a desire to provide a minimum 
standard of service for all Indonesians, what 
Indonesia as a nation can afford, and the 
opportunities that regional autonomy offers.  If the 
standards were too specific they would undermine 
the benefits of decentralization by stifling regional 
initiative and creativity in service delivery.  
Moreover, standards that are set too high may not 
be affordable, or feasible, because of limited 
capacity in the regions.  They risk being widely 
ignored, or become a fiscal problem for the 
regions, and in the end for the center.  The process 
that the Ministry of Home Affairs and some 
sectoral ministries have embarked upon to set 
minimum standards is promising, but it should be 
firmly guided by the government’s overall budget 
constraint.  Such a process should entail: 
o Considering the general government budget 

constraint. 
o Setting priorities, including those based on 

international agreements and commitments 
already made (such as the 9 years of basic, free 
education for all), and notionally allocating the 
envelope to each of these priority areas. 

o Allocating the funds to the level of government 
that is performing the relevant function.  This 
should be incorporated into the design of the 
overall intergovernmental fiscal system, 
including the rate of revenue sharing and the 
DAU percentage. 

o Reviewing, in some experimental regions, 
which minimum standards are feasible and 
affordable, and revising the standards if they 
are not feasible within the allocated envelope. 

o Over time, adjusting the intergovernmental 
fiscal system to accommodate changes in 
priorities. 

o Making these agreed standards the basis for 
monitoring and supervision, and possibly 
sanctions. 

 
This process, to be followed for all obligatory 
functions, will undoubtedly take much time.  
Focusing first on the most important sectors for the 
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people’s welfare, such as health and education, 
would therefore make sense.  Meanwhile, the 
central government could already start monitoring 
the performance of actual service delivery in the 
regions, and report on its findings regularly and 
widely. 
 
Building Regional Capacity 
Unlike previous attempts to decentralize, the 2001 
reforms handed over much of the apparatus of 
government for the functions that were 
decentralized.  Thus, the regions have, in principle, 
the capacity to deliver the services assigned to 
them, at similar levels of quality as in the past.  
However, three issues could undermine the 
efficient delivery of services:  (i) the limited role of 
the province; (ii) the creation of many new regions; 
and (iii) the lack of clarity on civil service 
management. 
 
The role of the province as an autonomous region 
was deliberately kept limited by the legislator.  The 
restricted assignment of functions to the province 
does not ensure optimal economies of scale.  
Functions whose benefits spread across local 
governments can best be performed at the 
provincial level, not at the city or regency level.  
Such functions include watershed management, 
control of communicable diseases, and parts of 
agricultural extension services.  The law allows for 
provinces to perform cross-regional functions, as 
well as local functions in case a local government 
cannot perform them, but this authority seems too 
weak to be effective.  As a result, economies of 
scale are left unexploited, and cross-regional 
functions are left under-performed.  To increase 
efficiency of regional autonomy, the government 
should: 
o Reinforce the role of the province in the 

delivery of some services, and in coordinating 
among the local governments. 

o Create the financial arrangements that would 
catalyze regional cooperation at the provincial 
level. 

 
Two years of regional autonomy have seen the 
creation of over a hundred new local governments, 
raising the total to over 400 now.  The average size 
of local governments is not small by international 
standards, but many of the new ones lack the 
human and administrative resources to deliver 

public services of sufficient quality.  While some 
new regions could be justified on grounds of 
history or ethnicity, other new regions seem 
inspired by the pursuit of control over resources, or 
simply pursuit of power by a local elite.  To avoid 
the creation of unviable regions, the Government 
should sharpen the criteria for the creation of new 
regions, and remove the fiscal incentives for 
regions to split—including removal of the lump 
sum per region in the general grant allocation.  
Furthermore, it should ensure that the process to 
establish new regions as defined in the law is duly 
followed. 
 
The transfer of civil servants went remarkably 
well, but some key issues in the civil service 
system need to be resolved.  Currently, the civil 
service law and the decentralization law conflict, 
with the former defining a centralized civil service, 
and the latter a decentralized one.  Regulations on 
civil service issued since then seem to lean towards 
a central, unified civil service accountable to a 
central civil service board, rather than to the head 
of region.  This is contrary to the decentralization 
program and could, in the end, undermine the 
regions’ ability to improve service delivery.  In 
addition, the continuation of a joint salary system 
poses a fiscal risk for the center.  This became 
evident in 2003 when the center was tempted to 
foot the bill for a salary increase in the regions 
announced by presidential decree, despite the fact 
that the regions had received more than enough 
additional resources through the DAU to finance 
the increase.  The pension liabilities for the civil 
service are also yet to be resolved, and because 
these pensions are largely unfunded, they pose a 
risk to the center’s budget balance.  While a more 
decentralized civil service is desirable for local 
accountability, a new system should ensure the 
mobility of the civil servants across regions, 
guarantee adequate numbers of civil servants in 
remote places, and maintain some unifying power 
in the civil service.  Joint training, common 
standards, open recruitment, and a secondment 
system that would place central civil servants in 
regions upon the local governments’ request, could 
be part of a new civil service system for a 
decentralized Indonesia. 
 
Some regions face considerable overstaffing as a 
result of decentralization, while others face 
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shortages.  The 2.1 million civil servants 
decentralized in 2001 and the 150,000 or so that 
were already reassigned in 2000 were highly 
unequally distributed across the regions.  For 
instance, Yogyakarta province  estimates that 
5,000 of its 12,000 staff are redundant.  The 
implicit agreement not to retrench staff during the 
transition was probably the right one, but now that 
the dust has settled on the Big Bang, it is time to 
consider how the regions can optimize the size of 
their civil service.  Some promising initiatives, 
including the one in Yogyakarta, are already under 
way.  The central government can build on that by: 
o Reviewing and revising central regulations that 

are not conducive to regional civil service 
reforms, including the ones on organization of 
the regional apparatus and civil service 
retrenchment. 

o Reinforcing positive incentives for reduction in 
staffing, including by revising that part of the 
DAU formula that relates to the wage bill, and 
avoid further special transfers to the region to 
pay for the salary increases.   

o Reducing “bad” incentives in the fiscal system 
by removing grant allocations related to the 
wage bill, notably those in DAU and special 
allocation for civil service salary increase. 

o Considering creating a central financing 
facility for civil service reforms at the regional 
level.  

 
With an appropriate role for the province, viable 
regions, and an adequate size of the civil service, 
regions stand a better chance to deliver services 
efficiently.  Yet, in some of the core functions, 
notably in planning, policy making and financial 
management, capacity in many regions is limited.  
It is encouraging that the Government has already 
adopted a National Framework for Capacity 
Building, which addresses the issues of regional 
capacity.  Government and donors should work 
together to finance and implement this framework. 
 
Towards a more equal Intergovernmental Fiscal 
System 
The new intergovernmental fiscal system has 
several strong features.  On aggregate, the system 
financed the additional expenditures that regions 
had to shoulder after decentralization.  It also gave 
the regions discretion over some taxes, which 
could potentially enhance local accountability.  

The new system includes an equalization grant, 
and the formula for this grant provides regions 
with the incentive to raise their own revenues, and 
reduce cost of service delivery.  Finally, Law 
25/1999 requires the regions to regularly report 
financial information to the center—a provision 
that allows the center to monitor general 
government finances, and anticipate risks early on. 
 
Despite these strengths, there is much scope for 
improvements in the intergovernmental fiscal 
system.  First, the system is highly unequal.  In 
2001, the richest local government had fifty times 
more revenues per capita than the poorest one.  
The reason for this inequality is that in the 
transition to a new system, the inequalities in the 
past system were compounded by those resulting 
from natural resource sharing.  The poorer regions 
are unlikely to be able to afford public services at 
acceptable standard.  Second, almost all regions 
remain highly dependent on transfers from the 
center.  Less than 5 percent of all government tax 
revenues is generated by the regions’ own taxes, 
and local governments rely for over 90 percent of 
their revenues on transfers.  This high dependency 
on transfers limits local accountability, and 
increases fiscal risks for the center.  Third, the lack 
of strong own revenue sources gives the regions 
powerful incentives to raise improper taxes and 
fees, which have negatively affected an already 
weak investment climate.  Fourth, the current 
arrangements on regional borrowing expose the 
center to the risks of regional default.  And finally, 
the center continues to spend much on tasks that 
are now considered as regional tasks.  Such 
spending, although managed by regional 
administrations, does not enter the regional 
budgets.   
 
Improving the intergovernmental fiscal system can 
only be done incrementally, and will require 
changes in a number of laws and regulations, not 
just Law 25/1999.  It will also require a vision on 
what type of system Indonesia sees fit—a vision 
that is currently lacking.  One such vision could be 
that the relatively rich regions “fend for 
themselves” through a combination of locally 
raised taxes, shared taxes and commercial 
borrowing.  The poorer regions are to get support 
through DAU, DAK, and access to well-managed 
central lending and on-lending facilities to enable 
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them to provide services of similar quality at 
similar local tax rates throughout Indonesia.  The 
future fiscal system should provide the regions 
with sufficient resources to perform their 
obligatory functions at the standards prescribed by 
the laws and regulations, provide strong incentives 
to improve efficiency, limit moral hazard, and 
reinforce local accountability of regional 
governments.  Such a system requires:  (i) a better 
designed, and larger local revenue base; (ii) a more 
equalizing general grant; (iii) specific grants that 
fund the center’s priorities in the region; and (iv) a 
regional borrowing framework that imposes hard 
budget constraints on the regions.  
 
Strengthening regional taxing power.  It is 
desirable to increase the share of regional 
expenditures financed from own regional revenues.  
Such a move would increase local accountability 
of regional governments, and reduce the risk that 
the center would have to bail out regions if they 
fall short of revenues.  The current legislation on 
regional own revenue allows local governments to 
issue regional taxes as long as they comply with 
the principles stated in the law.  This system is not 
working: the regions have strong incentives to 
impose improper taxes and levies, and the center 
does not have the capacity to supervise, nor the 
willingness to enforce cancellation of illegal taxes.  
The way forward is therefore to restrict regional 
taxes and levies to a limited, closed list.  At the 
same time, the regions should be granted additional 
taxing powers that are more suited for local 
governments.  Such taxes should ideally generate 
sufficient revenues, largely burden local 
beneficiaries, be sufficiently stable over time, and 
have a base that is not too unequally distributed 
across the regions. 
 
The prime candidate in Indonesia is the land and 
building tax.  This tax, which is a local tax in most 
countries around the world, is in Indonesia still a 
central tax shared with the regions.  Except for 
administrative considerations, there is little that 
would prevent the transfer of authority over the tax 
rate to local governments.  The Government should 
therefore give the local governments the authority 
over rates, while continuing to administer the tax 
on their behalf. 
 

A further option to strengthen the regions’ own tax 
revenues is by increasing the maximum rate 
allowed on existing taxes.  Rates for regional taxes 
such as the motor vehicle tax and the hotel and 
restaurant tax are limited by central regulation, and 
almost all regional governments charge the 
maximum rate allowed.  This central limitation on 
regional rates should probably continue for some 
time to come, but the center can expand local tax 
revenue by increasing the rate ceilings.  New local 
taxes that could be considered, and are currently 
under debate, include a surcharge on the personal 
income tax and local business taxes or payroll 
taxes.  While these options are attractive from a 
revenue point of view, the Government needs to 
carefully study the economic implications of such 
taxes. 
 
Finally, the Government could consider expanding 
the local tax base at the cost of the provincial tax 
base.  Because most regional government functions 
are performed by the local government as opposed 
to the province, these local governments should be 
the prime receivers of any additional taxing 
powers.  But currently, some of the more attractive 
regional taxes, including motor vehicle taxes, are 
assigned to the province.  Shifting the authority 
over these taxes to the local level would strengthen 
accountability where it matters most.  The 
provinces could be compensated for their loss in 
tax revenues with a larger share in the DAU. 
 
Designing a more equalizing DAU.  The problem 
with increasing local taxing powers is that it would 
aggravate an already highly unequal fiscal system.  
It is a fact that appropriate local tax bases in 
Indonesia are, as in other countries, highly 
concentrated, especially in urban areas.  Thus, 
devolving more authority over taxes to the regions 
requires a more equalizing DAU. 
 
The DAU can be more equalizing over time by 
phasing out the transitional elements in the 
allocation formula.  The “base amount” was 
probably a necessary measure to ensure a smooth 
transition to the new intergovernmental fiscal 
system.  However, such a phase-out should be 
explicitly announced so that regions that stand to 
lose can adjust their spending plans in line with 
their future lower share in the DAU.  Over time, 
the Government should consider setting explicit 
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criteria for the equalizing properties of the DAU—
absent until now—design a new formula that 
would fit these explicit criteria, and phase in the 
DAU distribution accordingly. 
 
Most likely, the distribution opted for will be more 
equalizing than the current formula allows.  As a 
result, it could well be that the richer regions, 
notably those that receive shares of the income tax 
and the natural resource taxes, would no longer 
receive any DAU.  The Government aims to 
expand the number of factors taken into account in 
determining expenditure needs.  While this may be 
desirable, it requires improvements in the 
statistical system that supports the formulation of 
the DAU. 
 
Finally, the Government should pay attention to 
the institutional set-up for formulating the DAU 
allocation.  The current law calls for a financial 
balance secretariat under the Regional Autonomy 
Advisory Board, but it is the Ministry of Finance 
(MoF) that has taken on this task thus far.  Moving 
towards an institutional arrangement similar to a 
grants commission could improve the transparency 
of the design process, and make the resulting 
distributions less controversial. 
 
Developing the DAK.  As a complement to local 
own revenue and the DAU, the Government needs 
to develop a system of specific grants.  The current 
grants are either not really specific grants—such as 
the one for forestry—or support local tasks rather 
than further national priorities.  Support for 
national priorities of which the benefits cross the 
boundaries of local and provincial governments, 
including for urgent priorities such as combating 
AIDS and HIV infection, is needed.  The grant can 
also be used for backlog situations in critical 
functions such as health and education, but should 
avoid becoming a mere supplement to the DAU.  
However, as long as the distribution of the DAU 
does not equalize enough, the Government would 
be well advised to include an income-test for the 
allocation—or at least the counterpart funding that 
is required by law.  At the same time, ad hoc grants 
to the regions, such as those meant to 
“compensate” the regions for salary increases of 
regional civil servants, should be avoided.  Such 
grants set the wrong incentives for the regions, as 
they would continue to believe that the wage bill of 

their civil service is the center’s responsibility.  It 
is not. 
 
Local Borrowing.  The Government needs to 
enhance the framework for regional borrowing to 
ensure that regions borrow responsibly, and live 
within their budget constraint.  In Law 25/1999 the 
Government has opted for a system of direct access 
of regions to any kind of borrowing, and a mix of 
rule-based and administrative control.  Borrowing 
is only allowed for revenue generating 
investments, and loans from abroad must be 
approved by the center.  Rules are set to limit total 
debt and debt service through Government 
Regulation, and more recently, through the State 
Finances Law.  These laws and regulations are 
prudent enough, but with the exception of the 
intercept clause that the central government can 
use for its lending, no work-out procedure exists in 
case of default.  Meanwhile, the system of 
borrowing from abroad through the center is yet to 
be completed, limiting the regions’ access to a 
source of funding that will remain key for most 
regions for the foreseeable future: donor agencies. 
 
To reinforce the incentives for prudent borrowing 
for investment to further regional development, the 
government should: 
o Consider allowing borrowing for all 

government investment, not just revenue 
generating investment. 

o Establish work-out procedures for situations of 
regional default on outstanding debt.  These 
could include the central government taking 
temporary control over regional finances.   

o Develop remedial measures for situations in 
which the regions break prudential rules on 
debt and debt service. 

o Regulate regional reporting requirements on 
outstanding debt of regional governments and 
regionally owned enterprises.   

o Develop the on-lending system of donor funds 
through the center to ensure consistency of 
national priorities, local needs, and other 
elements of the fiscal system, including DAK.   

o Consider creating a special financial 
intermediary to manage part of the onlending, 
at arm’s length from central government, and 
applying commercial principles and practices 
in their lending operations. 
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The regional development banks that are owned by 
the regional governments constitute a special 
financial risk.  Most of these banks had to 
recapitalize in the crisis, thereby indirectly bailing 
out their debtors—including local governments.  
Although regulations and supervision for these 
banks has since improved, the Government should 
consider whether the current ownership structure 
of these bank is the best guarantee for prudent 
lending to local governments.  The central bank, 
meanwhile, is well advised to closely supervise 
these institutions. 
 
Changing the intergovernmental fiscal system is a 
monumental task.  It affects not only Law 25/1999 
and Law 34/2000, but several other laws as well.  
One way forward is to formulate a White Paper for 
reforms of the intergovernmental fiscal system, 
which would spell out the key features of a future 
system, and the proposed steps to get there. 
 
Reinforcing Local Accountability 
Accountability of local governments to their 
constituents is crucial for the success of regional 
autonomy, but by necessity, developing new 
accountability relationships will take time.  Despite 
the headlines to the contrary, BPK audits find that 
financial accountability is stronger in the regions 
than in the center—that is, not very strong.  
Surveys show that citizens believe there is a 
significant amount of corruption in their regional 
government, but central functions such as police 
and courts are seen to be most corrupt.  Moreover, 
almost thee quarters of respondents see no change 
in corruption since decentralization.  Nevertheless, 
the Government can, and should take steps to 
enhance accountability at the local level, including:  
o Issuing national requirements on financial 

management, procurement, accounting and 
audit at the regional level.  For financial 
management and accounting, the Law on State 
Finances just passed already provides the 
vehicle to issue financial management 
regulations.  For procurement and audit, Law 
25/1999 needs change. 

o Issuing regulations for Law 28/1999 that 
would give citizens access to information from 
local (and national) governments. 

o Strengthening the administrative courts to 
enforce the protection of citizen’s rights 

against government abuse as included in the 
Administrative Law. 

o Publishing comparative information on 
regional governments’ performance to allow 
local constituents comparison of their local 
government’s performance with that of other 
regions. 

o Increasing citizen’s awareness of their rights.  
Beyond clarifying the responsibility of 
regional governments, the center could 
prescribe regional governments to be 
transparent about the services they can expect.  
Citizen’s charters, effectively used in countries 
as diverse as the UK and China, might be an 
effective tool for enhancing local 
accountability in Indonesia as well. 

 
The agenda to improve Indonesia’s 
decentralization framework is a large one.  Much 
improvements can be made through changes in 
regulations, and improving organizational capacity 
at all levels of government.  Mending other 
weaknesses requires changes in the 
decentralization laws, in key sectoral laws, and 
perhaps even the constitution.  This change cannot 
be rushed.  In fact, one major drawback of the rush 
to regional autonomy was that too little time was 
spent on creating a consensus on, and a deep 
understanding of, regional autonomy and what it 
means for the country.  The evaluation and 
revisions of the key laws ordered by the 
Constitutional Assembly offers an opportunity to 
remedy this.  For it takes a broad, inclusive, and 
structured debate by all stakeholders to define the 
rules of the game that all, including central 
government, local governments, and citizens alike, 
will have to live by in a decentralizing Indonesia. 
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 CHAPTER 1:  THE MAKING OF THE BIG BANG 
 

Indonesia’s 2001 decentralization was a “Big Bang,” indeed.  Much of the apparatus of 
government was transferred to the regions in the course of the year, the regional share in 
government spending jumped sharply, and a completely new intergovernmental fiscal 
system was put in place.  Surprisingly little went wrong in the logistics of this radical, 
hastily prepared move born amidst the political turmoil in the aftermath of the New Order 
government.  Now that the dust is settling on the first year of decentralization, several key 
issues have emerged—some of them touching the very nature of decentralization itself.  In 
addressing these issues, the government must carefully balance its desire to maintain a 
unitary state with the aspirations of the regions, and the opportunities offered by a more 
decentralized system of government. 

 
The Big Bang 
Indonesia’s 2001 decentralization is rapidly 
moving the country from one of the most 
centralized systems in the world to one of the 
most decentralized.  The country has embarked 
on a program of fiscal, administrative, and 
political decentralization at the same time. Law 
22/1999 gives broad autonomy to the regions in 
all but a few tasks that are explicitly assigned to 
the center—including defense, security, justice, 
foreign affairs, fiscal affairs, and religion.  With 
the authority came the resources, and lots of 
them.  In the first year, the regional share in 
government spending jumped from 17 percent to 
over 30 percent in 2001 and 2002 (Table 1.1).  
Over time, with the current assignments of 
functions, this share is likely to rise to some 40-
45 percent, a sharp contrast with the average 15 
percent of spending in the 1990s.  This share is 
also much larger than can be expected on the 
basis of Indonesia’s size, income, and other 
characteristics.1  A completely new 
intergovernmental fiscal system was put in place 
to finance these new expenditure 
responsibilities.  The system moved away from 
the earmarked grants of the past, and instead 
relies largely on a general grant allocation.  But 
in contrast to the jump in spending authority, the 
regions’ own revenues from taxes and levies 
declined further from an already low base.  In 
addition to financial resources, much of the 
apparatus of government was put under the 
control of the regions.  Over 2 million civil 
servants, or almost two thirds of the central 
                                                   
1 Bahl and Tumennasan (2002). 

government workforce, were transferred to the 
regions.  Now, out of a civil service of 3.9 million, 
some 2.8 million are classified as regional.  239 
provincial-level offices of the central government, 
3,933 local-level offices,2 and more than 16,000 
service facilities—schools, hospitals, health 
centers—were transferred lock stock and barrel to the 
regional governments throughout Indonesia.  Finally, 
a new system of governance was put in place at the 
regional level.  The head of the region is no longer 
accountable to the center, but instead is elected by a 
local parliament, the members of which are elected 
by popular vote of the local electorate. 

Decentralization and Diversity 
Decentralization makes much sense for a country as 
diverse as Indonesia.  Spread out over 5,000 
kilometers and more than 13,000 islands from 
Sabang to Merauke, the country has more than 300 
identified languages and about 20 distinct cultural 
groups.  Its geography ranges from the swampy 
flatlands of coastal Java to the steep mountain peaks 
of Papua, the extensive rainforests of Borneo to the 
dry islands of East Nusa Tenggara.  Economic 
development differs as widely: Jakarta’s level of 
income per capita fits that of a higher middle income 
country such as Brazil—with the towering 
skyscrapers to match this.  At the other end of the 
scale, regions such as West Lampung or the regency 
of Grobogan in Central Java barely have one-tenth of 

                                                   
2 This report uses “local government” and “local level” to 

indicate the second level regions, or kabupatens (regencies) 
and kotas (cities).  “Regions” refers to provinces, districts and 
cities together.  In fact, cities and regencies are sometimes hard 
to distinguish:  more people inhabit urban areas in regencies 
than in cities. 
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Table 1.1:  Sub-National Shares of Government Revenue and Expenditures 

 

 

Sub-national Revenue 
as a Percentage of 

Total National Revenue 

Sub-national Expenditure 
as a Percentage of 

Total National Expenditure 

Developing Countries 1990s 9 14 
Transition Countries 1990s 17 26 
OECD Countries 1990s 19 32 
Republic of Indonesia 2000 4.7 17.1 
Republic of Indonesia 2002 2.9 31 (budget) 

Source:  Kadjatmiko and Sidik (2002) and staff estimates. 
 

Jakarta’s per capita income.  While only 10 
percent of the students in Sampang, East Java, 
make it into senior high school, over 85 percent 
of the young in North Tapanuli on Sumatera do.  
Resource-rich regions such as Riau and Aceh 
Utara would by themselves be some of the major 
oil and gas exporting countries in the world.  
And while agriculture now contributes only 
some 16 percent to GDP for Indonesia as a 
whole, for rural East Lombok this number is still 
over 40 percent. 
 
Such diversity in geography, culture, and natural 
and human resource endowment suggests a large 
variety in the need for government services, and 
an equally large disparity in the costs of 
delivering these services-the classic arguments 
for decentralization.  At the same time, this 
diversity also suggests wide variation in fiscal 
capability and human resources, posing a 
challenge for a government that wants to ensure 
a certain minimum level of services as an 
expression of the unity of the country.  Striking 
a balance between unity and diversity is not an 
easy task for the Government.  The New Order 
regime (1966-1998) clearly did not do a good 
job at this: on the back of the oil boom it built up 
a strongly centralized government apparatus that 
controlled most of government resources.  But 
few, if any, of the early attempts to decentralize 
Indonesia were successful. 

A Brief History of Decentralization 
The 2001 Big Bang was hardly Indonesia’s first 
attempt to decentralize.  Starting from colonial 
times, there have been numerous attempts to do 
so, but none really succeeded.  Still in colonial 
times, the first municipalities were created in 

1905, followed by the first districts (“gewesten”) in 
1910, and the first provinces on Java in the 1920s.3  
After the proclamation of independence, Indonesia’s 
first law-Law 1/1945-arranged regional autonomy.4 
Regional autonomy and the rights of the regions were 
also specified in article 18 of the 1945 constitution-a 
constitution that established the Republic of 
Indonesia as a unitary state.  Meanwhile, the Dutch, 
reluctant to give up their colonial empire, started 
establishing several Indonesian republics on the 
islands outside Java, and all united under the Dutch 
crown.  This was largely a political move against the 
Republik Indonesia, aimed to support the argument 
that Republik Indonesia was only one part of 
Indonesia that was seeking independence from the 
Dutch.  This move resulted in the handing over of 
sovereignty to the United Republics of Indonesia-a 
federal state within a commonwealth with the 
Netherlands.  The United Republics lasted for less 
than a year, and the 1950 constitution reverted to a 
unitary state. 
 
Law No 1 of 1957 attempted to revitalize regional 
autonomy, but after the outbreak of regional unrests 
on Sumatera, Sulawesi, and in West Java, these 
attempts were aborted. Presidential Decision No. 6 of 
1959 reinstated the 1945 constitution, and effectively 
abolished the 1957 autonomy law.  Law 18/1965 
hesitantly resurrected some aspects of 
decentralization, but it was not until Law 5/1974 that 
the issue of regional autonomy resurfaced.  This law, 
whose implementing regulations started to dribble in 
only in 1992, was never fully implemented. The law 

                                                   
3  L. De Jong (1984). 
4  Indonesians usually use the term regional autonomy for 

decentralization.  This report uses the terms interchangeably, 
except in sections where the difference matters. 
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assigned fewer functions to the regions than the 
current decentralization law, but the key 
difference lay in the process of decentralization.  
The regions had to prove they were ready for 
implementing their new functions, and the center 
was the judge and the jury of their readiness.  An 
experimental implementation of the law in 26 
districts finally took off in 1996, but was fraught 
with difficulties, not least because the center did 
not hand over the personnel and facilities the 
regions needed to perform their new tasks 
properly.  The experiment with Law 5/1974 was 
taken over by events, when in the aftermath of 
the 1997 economic crisis and the fall of 
Soeharto’s New Order government two new 
laws on regional autonomy were passed-Law 22 
and Law 25 of May 1999. 

The Politics of the Big Bang 
The failure of the earlier attempts to 
decentralize, combined with the extraordinary 
political circumstances in 1998 became fertile 
ground for a Big Bang approach to 
decentralization.  By May 1998, the call for 
democracy had driven out Soeharto, and had 
discredited his highly centralized way of 
government.  Long-suppressed regional 
separatist tendencies reappeared, and especially 
in regions with long-standing armed conflicts, 
such as Aceh and East Timor, the clamor for 
independence became louder and louder.  Added 
to this was the resentment felt by resource-rich 
regions against the central government that had 
“stolen their natural resources.” Moreover, 
Soeharto’s successor President Habibie-who had 
no intention of remaining just an interim 
president, nor one presiding over a disintegrating 
Indonesia-was actively seeking the support of 
the regions.  The regions’ votes in the 
consultative assembly, the MPR-the body that 
elects the President-were therefore much sought-
after. And regional autonomy seemed the right 
price for obtaining their support.  Thus, the first 
instruction to develop new laws on regional 
autonomy came from Cabinet on 24 May, and 
by 10 July the Coordinating Minister for State 
Organization and Supervision had tabled a first 
concept for regional autonomy in cabinet. 
 

Those that produced the early drafts were dedicated 
staff that wanted to implement the presidential 
orders.  They were later joined by strong political 
proponents for decentralization, and increasingly, 
regional autonomy was considered to be, and 
presented as, the natural complement to the emerging 
democracy at the central level.  Yet, the drafting of 
the law remained largely a bureaucratic process, with 
little feedback from politicians, and even less from 
the regions.  By the time the first drafts saw the light 
of day in end-1999, the basic structure for a radical 
decentralization was set.  
 
Tight deadlines and revenue assignment made 
Indonesia’s decentralization even more radical.  By 
law, within a year from approval, all implementing 
regulations were to be prepared, and by May 2001, 
two years after Parliamentary approval-the laws had 
to be implemented.  Most likely, these deadlines were 
introduced in the law to prevent it from becoming 
just one more decentralization law that was never 
implemented.  In a TAP, an instrument with higher 
status than law, the MPR even sharpened the deadline 
to 1 January  2001.  The aggressive assignment of 
revenues to the regions-without much analysis of 
what the regions actually needed-added to the 
pressure on Government to decentralize 
responsibilities.  Although MoF, on the advice of the 
IMF and the World Bank, had removed the specific 
assignment of revenues to the regions from the draft 
law,5 Parliament, however, quickly restored these 
revenue assignments.  For central government, the 
choice was now to either break the law, or to devolve 
as much expenditures as possible to minimize the 
impact on the central government deficit.  It chose 
the latter. 
 
Provincial autonomy survived more or less by 
chance.  The President’s intention was to decentralize 
rapidly and radically to local governments, but to 
eliminate the provinces as autonomous entities, and 
only keep them as outposts of the central 
government.  The provinces had been the center of 
the regional unrests in the 1950s, and the military 
                                                   
5  The World Bank commented on the draft laws in December 

1999, together with the IMF.  The two main concerns that were 
raised were:  (i) that expenditure assignments were extremely 
vague; and (ii) that revenue assignments were very specific.  
Taken together, it was felt, the laws provided significant risk 
for macroeconomic stability and service delivery. 
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only wanted to go along with regional autonomy 
if there was no chance of a rerun.  In their eyes, 
local government was easier to control than the 
larger, potentially more powerful provinces.  
However, by the time the decentralization laws 
saw their first draft, new election laws had been 
passed by Parliament.  These laws specified in 
detail how the provincial parliament was to be 
elected.  Since one could not have a provincial 
parliament without an autonomous provincial 
government, it was decided to restore the 
province as an autonomous region, while 
maintaining the role of the Governor as the 
central government’s representative in the region 
as well as the head of the autonomous region. 

Countdown  
The tight deadlines and the radical design of 
Indonesia’s decentralization required a highly 
focused effort for implementation.  Such effort 
only never materialized.  Key politicians and 
government officials were first distracted by the 
Parliamentary elections of July 1999, and 
subsequently by the presidential elections of 
October 1999.  A presidential decree set up an 
inter-ministerial implementation team (“Tim 
Keppres 51”, later revised to Keppres 157) but 
this never functioned, in part because of the 
significant rivalry between the constituting 
agencies, especially the Ministry of Home 
Affairs (MoHA) and MoF.  It almost died when 
the Coordinating Ministry for State Organization 
and Supervision, which was in charge of Tim 
Keppres 51, was abolished at the time when 
President Gus Dur assumed power in October 
1999. 
 
Gus Dur created a new Ministry for Regional 
Autonomy, headed by Ryaas Rasyid, a strong 
political proponent of regional autonomy.  But 
the ministry had a hard time obtaining the 
formal powers to lead the implementation 
efforts, and it was not until April 2000 that the 
ministry had sufficient staffing to become fully 
operational.  Some of the key line ministries 
resisted regional autonomy, and had little 
interest in meeting deadlines for the regulations.  
They felt they had everything to lose from 
decentralization, as the laws would abolish their 
deconcentrated apparatus, and with it their 

control over projects, resources, and perks.  It was 
therefore no surprise that by the time of the deadline 
for completion of the implementing regulations (one 
year after passing the law), only one of the numerous 
regulations required had actually been issued.  
Moreover, this regulation, Government Regulation 
25/2000, specified the remaining responsibilities of 
the central and provincial government, not those of 
the local government (Chapter 2).  The lack of 
implementing regulations left the local government in 
a state of confusion in the run-up to the Big Bang.  
The legislature itself did not help clear up this 
confusion.  A decree passed by the MPR, the 
consultative assembly and the highest constitutional 
body of Indonesia, in the fall of 2000, called at the 
same time for accelerated implementation of the 
decentralization laws, and a revision of those very 
laws. 
 
Ironically, preparation for regional autonomy picked 
up again only after the Ministry of Regional 
Autonomy was abolished in August 2000.  The 
Ministry of Home Affairs became the Ministry of 
Home Affairs and Regional Autonomy,6 and again 
the lead agency on regional autonomy.  Government 
now started to issue implementing regulations in 
quick succession—on organizations of the regions, 
on civil service, on financial management, on 
revenue sharing, and on the general grant 
distribution.  Yet, by the time regional autonomy was 
to start on 1 January  2001, many of the key 
regulations were still outstanding. 

Safeguards  
In the run-up to the Big Bang, some key safeguards 
were put in place.  First, the central Government 
banned regions from new borrowing in 2001, except 
through the center.  Law 25/1999 allowed the regions 
to borrow, and Government Regulation 107/2000 
provided affordability limits to borrowing by 
individual regions.  However, these rules could not 
assure that aggregate regional borrowing would 
remain in line with macroeconomic conditions, and 
the ban therefore prevented that regional borrowing 
would derail the Government’s stabilization program.  
Second, in the 2001 budget the Government included 

                                                   
6  The Ministry is now back to its old name “Ministry of Home 

Affairs” while regional autonomy is the responsibility of one 
directorate general within the ministry. 
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a contingency fund of Rp. 6 trillion, for those 
regions that would fall short of money.7  The 
speed of decentralization and the new 
intergovernmental fiscal framework made it 
virtually impossible to match decentralized 
expenditures with the needed revenues.  Despite 
transitional elements in the general grant 
allocation formula, budget shortfalls in some 
regions were therefore inevitable.  The 
contingency came in handy, especially at the 
provincial level, and about half of it was 
disbursed in FY2001.8  Central Government 
decided to continue to pay the formerly central 
civil servants through the central payroll system 
for a transitional period of 5 months, while 
deducting the wage bill from the general grant 
allocation to the regions.  This assured a much 
smoother transition of personnel than many 
anticipated.  Finally, the central government 
protected its own fiscal health by disbursing 
transfers to the regions based on budgeted 
amounts rather than actuals.  During 2001, the 
Rupiah depreciated against the dollar, which 
drove up central government revenues as well as 
spending with about the same amount.  But the 
increase in revenues had to be shared with the 
regions—at least in principle.  The central 
government’s decision to stick with the 
budgeted amounts for transfers saved the 
national budget some Rp. 9 trillion, or 0.5 
percent of GDP.  The regions, happy that they 
received at least enough to cover their spending, 
hardly noticed. 

The Aftermath  
Eighteen months into Indonesia’s 
decentralization, it is fair to say that the program 
started much better than many-including the 
World Bank-expected.  There were no major 
disruptions of services, civil servants were paid 
by and large, and little of the feared unrest 
among transferred civil servants substantiated.  
Although a significant part of the regulatory 
                                                   
7  Under normal circumstances, such a fund would provide 

poor incentives for the regions by encouraging 
overspending in the hope to receive additional central 
government money.  

8  The contingency may also have distracted attention from 
the fact that the center decided to disburse the DAU 
according to budget rather than to actual revenues. 

framework was outstanding at the onset of 
decentralization, regional governments have muddled 
through, and service delivery units did what they 
used to do before decentralization-whether they did it 
well or badly.  More than a few regions have started 
to pursue the possibility for experimentation and 
innovation that decentralization offers-be it in 
participatory planning and budgeting, or school 
financing based on school attendance, or client 
surveys to help improve government services.  
Finally, the regions and their representative 
organizations have become a significant political 
force, which provides a healthy balance of power in 
post-New Order Indonesia. 
 
Yet, all is far from perfect.  In some of the core areas 
of decentralization, the hasty preparation shows key 
weaknesses: 
 
o The legal and regulatory framework of 

decentralization.  Some of the most basic 
features of regional autonomy, including 
assignment of responsibilities, remain unclear.  
The speedy implementation that left little room 
for consultation and consensus building 
combined with the incomplete regulatory 
framework has led to considerable confusion 
over the very nature of regional autonomy.  
Moreover, few of the sectoral laws have been 
adjusted to regional autonomy, and standards of 
service delivery are as yet unclear.  Some central 
ministries have managed to claw back their 
authorities that, according to the law, are the 
responsibility of the regions.  Local governments 
are largely ignoring the provinces, which were 
supposed to have an important coordinating and 
supervisory role.  The result is a multitude of 
conflicts between regions, between local and 
provincial governments, and between regions and 
the center. 

o The intergovernmental fiscal system.  The 
intergovernmental fiscal system is far from 
satisfactory.  Decentralization has left most 
regions with a very small suitable tax base, and 
strong incentives to impose inappropriate taxes, 
which are causing damage to internal trade and 
the investment climate.  Revenue sharing of 
natural resource revenues and personal income 
tax has led to large inequalities in fiscal capacity 
among the regions. These inequalities are only 
partially corrected by an equalizing general grant, 
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which fell victim to too many political 
compromises.  And the right of the regions 
to borrow is not matched with the 
disciplinary framework that ensures fiscal 
responsibility. 

o Accountability of the regional governments.  
The new accountability mechanisms that are 
supposed to check regional governments are 
only starting to emerge. The political 
process at the local level is far from perfect, 
and many feel that several regional 
governments and parliaments act as if they 
are not accountable to their electorate.  In 
addition, the formal mechanisms of 
accountability within the regional 
administrations-including planning, 
financial management, and audit-are not yet 
equipped for the vastly expanded role these 
administrations have.  

These issues, and some of the anecdotes on egregious 
local taxes, corruption in the local parliaments and 
administration, and “fish in need of an ID card”9 have 
resulted in a backlash against decentralization itself.  
However, a first attempt to revise Law 22/1999 was 
not well received by the regions.  The Consultative 
Assembly (MPR), the highest constitutional body of 
the country, has called for a thorough evaluation of 
decentralization, and revisions of the laws, if needed.  
Despite the debate on possible revisions or 
amendments of the law, the second and third 
amendment of the constitution have now firmly 
embedded regional autonomy in Indonesia’s system 
of government.  Whether regional autonomy will 
benefit Indonesia will depend on how the country 
handles the administrative, fiscal, and governance 
issues the rest of this report describes. 

                                                   
9  The President has regularly used the example of the allocation 

of fishing rights by local governments as an example for the 
wrong assignment of functions.  
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 CHAPTER 2:  WHOSE AUTHORITY IS IT ANYWAY? 
 
Although the transition to a decentralized Indonesia went relatively smoothly, several issues 
have emerged.  The basic law on regional autonomy shows signs of the haste with which it 
was put together, and the implementing regulations are neither complete, nor always clear.  
Expenditure assignments are therefore hard to gauge.  Moreover, they are not always 
appropriate, and functions with large externalities among local governments risk under-
provision.  The transfer of millions of civil servants went by without a glitch, but civil service 
reform is emerging as one of the key challenges for local government.  Finally, the business 
climate has suffered in the transition, be it from confusion over authority, local taxes, or 
ambitious local governments that want to go into business.  Over time, the legal and 
regulatory framework will need revision, but whether such revision will create more clarity 
and a stronger basis for decentralization will depend on the process by which these revisions 
will come about.  
 

The Basics of Regional Autonomy 
Law 22 of 1999 is Indonesia’s key decentralization 
law.10  The law assigns “authorities” (kewenangan) 
rather than functions to levels of government.  All 
authorities of governments except those reserved 
for the center and the now 33 provinces are 
assigned to the 400+ local governments.  
Government Regulation 25/2000 further specifies 
the authorities of the central and provincial 
governments.  The current division of 
responsibilities is as follows: 
 
o Central government remains responsible for 

national defense, international relations, 
justice, security, religion, and monetary and 
fiscal policies.11  In these functions the center 
is allowed to maintain its organizations in the 
regions.  The central government also has 
several policy functions for which it can no 
longer maintain an organization in the 
regions,12 including national planning, 
intergovernmental fiscal policies, state 
administration, human resource development, 
natural resource utilization conservation and 
national standardization. 

o The province as an autonomous region has a 
relatively minor role.  It coordinates among the 
local governments, and performs functions that 

                                                   
10  See Annex 1 for a list of laws and regulations relevant to 

decentralization in Indonesia. Political laws pertaining to 
decentralization are discussed in Chapter 5. 

11  Art. 7 (1). 
12  Art 7 (2). 

affect more than one local government.13  It 
also can, at the request of local governments, 
take on tasks that local governments cannot yet 
perform.  Law 22 explicitly states that there is 
no hierarchical relationship between the 
province as an autonomous region and the 
regencies and cities (Figure 2.1).  However, 
the Governor (not the province) continues to 
perform deconcentrated central tasks, and is 
the central government representative in the 
regions.  As such, he maintains supervisory 
powers over local governments.  Implementing 
regulations (Government Regulation 25/2000) 
further specify the remaining roles of the 
central and provincial governments, including 
the setting of standards for service delivery. 

o The local governments perform all functions 
except those assigned to the center and the 
province.  The local governments have 
obligatory “sectors” (bidang pemerintahan 
wajib),14 including health, education, public 
works, environment, communications, 
agriculture, industry and trade, capita 
investment, land, cooperatives, and manpower 
and infrastructure services.  While local 
governments can hand back to the province 
functions that they cannot perform, this is not 
permitted in the case of obligatory functions.15 

                                                   
13 The elucidation to the law mentions environmental 

management and communicable disease control as 
examples. 

14 In early drafts of the law this article read “…certain 
obligatory functions  within the sectors…..” As explained 
below, this change has led to much confusion. 

15  Elucidation of Art. 11, Law 22/1999. 
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Figure 2.1:  Before….. 
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(appoints Governor upon DPRD proposal) 

Line Ministries 
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Head of Autonomous Region (Daerah TK-I or 
Propinsi) and Head of Territory (Wilayah) 
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Directives 
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and After Law 22/1999 
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Note:   After decentralization, there are still kanwils and kandeps for those tasks not decentralized. 
They are omitted in the figure for simplicity. 
Source:  Adapted from Rainer Rohdewohld, 1995, Public Administration in Indonesia, Montech, 
Melbourne Australia, and staff interpretation of Law 22. 
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The provincial and local parliaments (DPRD) elect 
the Head of region.  The President must confirm 
this election, but unlike before Law 22/1999, the 
President can no longer refuse (Art. 40).  The 
Governor as representative of the central 
government confirms the Head of local 
governments.  The DPRD can dismiss a head of 
region, although the DPRD and the Head of 
regions are supposed to be partners in regional 
government (Art. 16) after the collegial model as it 
exists, for instance, in the Netherlands.  The central 
government can annul regional bylaws and 
regulations that conflict with national laws and 
regulations (Art. 114) and “the public interest”, but 
the regions can appeal the center’s decision at the 
Supreme Court.16 
 
Regional Organization.  The Head of the region 
appoints a regional secretary with approval from 
the DPRD.  The region can determine its own 
apparatus (Art.65) and subdivisions (kecamatans in 
regencies, districts in cities).  Law 22 abolishes the 
Law on Village Government (Law 5/1979).  
Chapter XI of Law 22 arranges the organization of 
the village, and prescribes a village council, and a 
village head to be elected through direct elections.  
The law does not stipulate democratic 
representation for city districts, but city 
governments must include community and private 
parties into development planning (Art. 92).  No 
such obligation exists for regencies. 
 
Advisory Board.  The Regional Autonomy 
Advisory Board (DPOD) advises the President on 
issues concerning decentralization.  The Board 
consists of representatives from the associations of 
the heads of regencies (APKASI), cities 
(APEKSI), and provinces (APPSI), and the 
ministers of Home Affairs, Finance, and State 
Administrative Reforms.  It recommends whether a 
region can hand back a function to the province, 
and advises the President on the formula for the 
distribution of the general grant.  The Board also 
approves requests for new regions, which are to be 
established by law. 
 

                                                   
16 Plans are to create a separate Constitutional Court, which, 

among others, would take over the review function. 

Constitutional Change.  Since the passage of Law 
22/1999, the constitution has been amended to 
include the principles of Law 22, and other 
changes that reinforce decentralization.  The 
second amendment to the constitution included a 
clause that grants “as broad as possible autonomy” 
to local governments.  The third amendment 
envisages a regional chamber of Parliament (DPD) 
with the right to propose and review legislation 
affecting the regions, including the budget and tax 
legislation. 
 
Special Autonomy.  Law 22/1999 grants special 
autonomy to Aceh, Yogyakarta, and East Timor.17  
In addition, the law stipulates that separate Law 
regulates the capital city of Jakarta.  The special 
autonomy for East Timor was, of course, aborted 
by its secession in September 1999, followed by its 
independence in June 2002.  In addition to the 
provinces stated in the law, Papua obtained special 
autonomy as well.  The Laws on Special 
Autonomy of Nanggroe Aceh Darussalam (Law 
18/2001) and Papua Province (Law 21/2001) focus 
on the provincial level, leaving the organization of 
sub-provincial government largely to the provinces 
themselves. 
 
Both special autonomy laws provide for traditional 
councils at the provincial level in addition to the 
provincial parliaments.  In addition, the laws give 
the special regions a much more generous share of 
natural resource revenues (Chapter 3).  Aceh 
received the right to determine its own education 
and judicial system, the latter along the lines of 
Islamic law.  The law on special autonomy for 
Papua emphasizes human rights, and the right of 
the Papuans to have their own “symbol”.18 and 
anthem.  The implementation of the law on Papua 
has only been partial, and has been complicated by 
a year 2000 law that splits Papua into three 
provinces.  In early 2003 the President has 
instructed the implementation of the three 
provinces in Papua, and up to now it is unclear 
how this will combine with special autonomy. 

                                                   
17 Aceh and Yogyakarta already had special status under Law 

5/1974. 
18 An own flag for Papua was considered too controversial. 
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Clarity of Functions 
The assignment of functions to the center is not out 
of line with that found in other countries (Annex 3, 
taken from Shah, 1991).  The literature on 
decentralization gives some guidance on this from 
a point of view of efficiency, but beyond the 
classic central functions (defense, justice) there is 
much variation in functional assignment among 
developed and developing countries.  More 
important is clarity of assignment.  It is on this 
point of clarity that Indonesia’s legal and 
regulatory framework for decentralization still has 
a considerable way to go. 
 
Two years into decentralization, it is still not clear 
what exactly has been decentralized.  First, Law 
22/1999 does not define local government 
functions directly, but only specifies the remaining 
“authorities” of the center (Art. 7) and the province 
(Art. 9).  This legal framework of “general 
competency” rather than ultra vires (limited list) 
definition of function as embedded in Law 5/1974 
is usually found in federations, and is rather 
unusual for local governments, especially those in 
a unitary state.  The formulation in Law 22/1999 is 
more far-reaching in its implications than the 
subsidiarity principle – the principle that says that 
government functions should be performed at the 
lowest possible level – which was apparently the 
inspiration of the drafting team for the law.19  
Instead of a limited list of central functions, the 
subsidiarity approach would call for a process by 
which the degree of decentralization or 
centralization is determined,  based on a set of 
objective criteria. 
 
Second, and perhaps more confusing, is the 
specification of what local governments are 
obliged to do.  Article 11 specifies the obligatory 
sectors of local government without specifying 
what the functions of local government in those 
sectors are.  This clause (and the initial 
dissemination of the law) gave many local 
governments the impression that they were 
responsible for all tasks in those sectors, from 
legislation to planning, to implementation.  This 
was not intended, and the elucidation of Law 22 

                                                   
19 Gabe Ferrazzi (2002). 

does indeed explain this point.  But omission of a 
general clause in the law to state that national law 
binds local government.20 obscured the exact 
extent and nature of local government 
responsibilities.  Furthermore, a description of 
“sectors” is far from a level of operational detail 
that local governments need to perform their 
function. Government Regulation 25/2000 is not 
much help here, as it focuses on the remaining 
functions of central and provincial governments in 
the sectors devolved to local government, not on 
the functions of the local government itself.21 

Legal Battles  
Existing sector laws add to the confusion on what 
local governments are supposed to do.  Law 22 
(Art. 133) calls for the sectoral laws and 
regulations to be adjusted to conform with the new 
law.  This clause is unusual in Indonesian law, and 
reflects the rather hasty preparation and the 
sweeping nature of Law 22.  Normally, the 
transitional clauses in the law would identify the 
(parts of) existing laws and regulations no longer 
in force after effectiveness of the new law.  
Including such transitional clauses for the wide-
ranging Law 22 would have been a Herculean task, 
and it was decided to include a general clause 
instead.  Until now, only a few of these sector laws 
have been adjusted despite probing by MoHA.  
Some central agencies, notably those for Land 
Management and for Investment Approval, have 
even managed to get a Presidential Decree issued, 
which exempts their authorities from the 
decentralization that Law 22/1999 calls for, at least 
for a transitional period.22  The motivation for this 
move was that the regions were not yet ready to 
take on these functions, and that gradual 
implementation would be warranted.  This may 

                                                   
20 The drafting team for Law 22 felt this was so obvious that it 

could be left out of the law.  Source: Conversation with 
Bernhard May. 

21 Moreover, Art. 18 of the third revision of the constitution 
sheds doubt on the validity of Government Regulation 
25/2000.  This constitutional article calls for central 
functions to be regulated by Law, and the question is 
whether that law is Law 22/1999, or whether a separate law 
is called for to specify these functions. 

22  Presidential Decree No.62/2001. 
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well have been the case, but Law 22/1999 does no 
allow for such considerations.23 
 
A decision of the people’s consultative assembly 
exacerbated the legal tangle between Law 22 and 
the sectoral laws.  The decision (MPR Decree TAP 
IV/2001) aims to settle the hierarchy of legal 
instruments, but it omitted the ministerial decree as 
a legal instrument, perhaps on purpose.24  
Unfortunately, much of the detail on government 
functions is contained in such ministerial 
decrees—even if there is no provision in the law 
for such a decree.  Moreover, although the MPR 
decision places Regional Regulations (Perdas) 
below legal instruments such as government 
regulations and presidential decrees, arguably 
organic regional regulations, which are required by 
a law that delegates regulatory responsibility to the 
regions, could take precedent over central 
regulations and decrees without such a direct basis 
in the law. 
 
Another MPR decision added to the confusion.  
The decision (TAP III/2000) allows the regions to 
issue their own regulations in fields not yet 
regulated by the central Government.  The MPR 
decision occurred at a time when it became clear 
that much of the regulations needed to implement 
regional autonomy would not be ready by the 
deadline of 1 January 2001.  The decree therefore 
tried to ensure that regional autonomy could go 
ahead despite an incomplete legal framework.  
This may have been unproblematic for functions 
that the center does not want to regulate anyway, 
and for functions in which decentralization actually 
intends to introduce variety and regional 
experimentation.  However, for other functions it 
could damage uniformity where this is desirable.  
At a minimum, it will be messy to undo the 

                                                   
23 In fact, IMF and Bank Staff argued for a gradual 

implementation of the law in early 2000.  Ahmad and 
Hofman (2000) proposed to change the transitional clauses 
of Law 22 such that it would allow for a gradual 
implementation over time, over sectors, and—perhaps—
over regions.   

24 A letter from the Minister of Justice argued that the MPR 
decision, which is constitutionally higher than a law, does 
not apply as far as ministerial decrees are concerned, and 
that these instruments should still be considered as 
overriding a regional regulation. 

regional regulations once the center has issued the 
required regulations.25 

Acknowledgement of Functions 
Central government has tried to clear up some of 
the confusion by a process that became known as 
the acknowledgement of functions.  The idea was 
that the regions should state their functions 
themselves in a “positive” list, to be acknowledged 
by the central government.  This process may have 
been base on the elucidation of the law, which 
talks about “the government’s recognition” of 
functions.26  But the process was apparently started 
to obtain a positive list of functions for the regions 
to be able to determine expenditure needs of 
governments, and therefore their revenue needs.27  
A presidential and a ministerial decree28 called on 
the regions to propose a list of functions to be 
acknowledged by the central government.  Most 
regions complied, but some included functions 
belonging to the center, while others left out some 
of the obligatory functions of article 11 of Law 
22/1999.  The government confirmed the regional 
lists of functions in a ministerial decree (Kepmen 
130-67/2002), while requesting changes to some 
authorities that the local governments had listed. 
 
There were two snags in this elaborate process of 
acknowledgement of functions.  First, it seemed to 
run against Law 22, which assigns to local 
government all functions not explicitly assigned to 
the center or provinces.  Thus, according to the 
Law, no explicit acknowledgement of functions 
was required.  Second, the acknowledgement of 
functions came at a time when there was still much 
haze surrounding the nature of the functions.  First, 

                                                   
25 At that point in time, the regional regulations that were 

made to fill the gap are to be withdrawn.  
26 The elucidation to Art. 11 states: “Therefore the handing 

over of authority need not be actively undertaken, but 
should be undertaken through the Government’s 
recognition”. 

27 See Gabe Ferrazzi, op. cit.  He argues that the process was 
inspired by the IMF.  The Government indeed committed to 
spelling out a positive list of function in the Letter of Intent 
to the IMF. 

28 Presidential Decree (Keppres) on Implementation of 
Acknowledgement of Authorities of Local Governments, 
No. 5 of 2001 and the Ministry of Home Affairs (MoHA) 
Decree on Acknowledgement of Authorities of Local 
Governments, No. 130-67 of 2002 (Kepmen 130-67/2002). 
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as already observed, the obligatory functions in the 
obligatory sectors were still undefined.  Second, 
without minimum service standards for those 
obligatory functions, it is hard to assess for a local 
government whether it can actually perform the 
function it has acknowledged. 

Minimum Standards  
Minimum standards for government services29 
have become the subject of considerable debate.  
Government regulation 25/2000 calls for the 
provincial government to set such standards for 
obligatory functions, based on the guidelines of 
central government.  All 11 line ministries whose 
functions were decentralized have indeed issued 
guidelines to set minimum standards, while some 
have issued detailed guidelines directly to the local 
governments.  The minimum standards range from 
broad guidelines on processes for supervising 
minimum wage standards to detailed technical 
standards that prescribe the minimum square 
footage of a vehicle-testing site.30  Most are 
developed without much consideration for whether 
the standards are actually feasible or affordable for 
local governments. 
 
In a unitary state such as Indonesia it is normal that 
the central government sets standards for service 
delivery in the obligatory functions of local 
government.  In the end, local governments are an 
instrument of the state to achieve its goals and 
objectives, and thus specifying what is expected of 
local governments is only natural.  In addition, 
some understanding of what the regions are 
supposed to deliver in terms of services would 
promote local accountability.  In fact, the head of 
the region is, according to Government Regulation 
108/2000, accountable for achieving these 
standards.  Thus, many heads of regions have been 
eagerly asking for standards, in order to be held 
accountable against those centrally set criteria, 
rather than against arbitrary standards set by the 
local parliament (Chapter 5).  Regions have been 
keen to obtain minimum standards for other 
reasons as well:  the more standards they have to 

                                                   
29 Usually referred to by their Indonesian acronym SPM which 

stands for Standar Pelayanan Minimal. 
30  Donor SPM Working Group (2002). 

meet, the more money they expect from the central 
government. 
 
Desirable as they are, minimum standards cannot 
be developed in a rush.  The standards have to 
strike a fine balance between autonomy of the 
regions, the right of the state to impose standards, 
and affordability and feasibility of the standards 
set.  If minimum standards are too elaborate and 
rigid, the regions will lose their opportunity to take 
advantage of local variation in tastes and costs, and 
the key economic rationale for decentralizing in 
the first place is lost.  Worse, the regions could be 
stuck with unfunded mandates (Chapter 3), which 
could result in important tasks being underfunded.  
Finally, the standards could even become an 
instrument of choice of line ministries to re-
centralize the functions they lost under the pretext 
that the regions do not meet the standards of 
service delivery.  Given these difficulties, it is not 
surprising that international practice in minimum 
standards shows a wide variety.31 

Clarifying Functions 
The bottom line is that the distribution of functions 
over levels of government, let alone the expected 
performance in implementing the functions, is far 
from clear at this stage.  As reviewed above, the 
reasons for the lack of clarity are many: mistakes 
in the decentralization law; lack of adjustment in 
sectoral laws and regulations; claw-back of 
responsibilities of some selected central agencies; 
and lack of minimum standards for obligatory 
functions.  Beyond causing confusion in the 
regions, this state of play also undermines 
accountability of the regional government, and 
makes it difficult to evaluate whether the regions 
have enough revenues to perform their functions 
(Chapter 3). 
 
One way forward in clarifying functions is 
currently under debate in Indonesia.  First, the 
obligatory functions within the obligatory sectors 
for local government need to be better defined.  
Ultimately, this will require changes in Law 22, 
but a compromise will have to be formulated in the 
meantime.  Second, international agreements and 
sectoral laws could be screened on commitments  
                                                   
31  Ibid. 
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Table 2.1:  Public Sector Employment (millions) 

 Indonesia 1999 Indonesia 2001 China India 

Public Sector 5.4 5.5 143.2 21.2 
   State Enterprises 1.0 1.0 106.3 6.5 
   General Government 4.5 4.4 n/a 13.5 
      Military & Police 0.5 0.5 3.0 1.8 
      Civil Servants* 4.1 3.9 19.9 8.2 
         Central 3.6 1.3 1.3 2.7 
         Regional 0.5 2.6 18.6 5.5 
Civil servants as share of population 1.9% 1.9% 1.7% 0.8% 
Regional civil servants as share of total civil 
  servants 12.2% 66.7% 93.5% 67.1% 
*  Civilian civil servants excluding health and education workers. 
Sources:  Buentjen (1999), BKN, World Bank Database on Public Sector Employment. 
 

on minimum standards already made.  For 
instance, the Education Law guarantees 9 years of 
education for all, and the right to free primary 
education.32  Third, central government and 
regions together could embark on a process that 
would establish agreed standards of services in key 
areas, while taking into account the regions’ fiscal 
and human resources.  Such a process, which was 
suggested by a group of donors supporting the 
central government, has already started for a 
limited number of functions.  Standards thus 
agreed could then become the basis for monitoring 
and supervision, considerations of funding, and 
possibly sanctions.33 
 
Meanwhile, a process to align sectoral laws with 
Law 22/1999 needs to start.  The amended Art. 18 
of the constitution, which requires central 
government functions to be specified by law, 
requires as much:  beyond the classic functions 
embedded in Art. 7 of Law 22, the remaining 
functions of the central government are only 
specified in Government Regulation 25/2000.  
However, sectoral ministries seem less than eager 
to take on this task on their own.  Worse, some 
new sectoral laws, such as the one on forestry, are 
in outright contradiction to Law 22/1999.  While it 
is ultimately the task of the Minister of Justice and 
the State Secretariat to ensure consistency of law, 
Home Affairs, as guardian of regional autonomy, 

                                                   
32  A standard never realized thus far. 
33  Government Regulation 20/2001 Art. 16. 

should play an active role in ensuring such 
consistency with Law 22. 

Decentralizing the Government Apparatus  
The 2001 decentralization saw a massive transfer34 
of central government civil servants, government 
assets, and documentation to regional 
governments.35  The transfer of assets and 
documents gave some cause for concern: the 
government’s internal auditor’s (BPKP) reports on 
the transfer of assets apparently found many 
irregularities, including the disposal of movable 
assets and staff housing.36  But the key challenge 
for decentralization was the transfer of some 2.1 
million civil servants. 
 
The transfer of civil servants proceeded in two 
phases.  Personnel of 5 departments or some 
150,000 people were already reassigned to the 
regional governments in 2000, when the 
departments they worked for were either abolished 
or converted into a state department without an 
apparatus in the regions.  Starting in 2001, the 

                                                   
34 This process became known as P3D, or pengalihan 

personil, peralatan, pembiayaan dan dokumen  It has 
alternatively been termed the liquidasi instansi vertikal 
(LIV). 

35 Actually, the hand-over was done in two steps:  the center 
handed over to the provincial governor, who in turn handed 
over to the local governments. 

36 See ADB (2002b).  The audits were not published, and 
therefore the regions could not verify whether they had 
received all the assets related to the decentralized functions. 
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personnel of 9 other departments joined them.37  
As of 2001, there are some 2.6 million regional 
civil servants, and some 1.3 million civil servants 
left at the center (Table 2.1).  Remaining 
deconcentrated organizations include large ones 
such as the Central Bureau of Statistics, the Tax 
Administration, and the State Treasury. 
 
Few of those transferred to regional governments 
had to physically move.  Even before 
decentralization, the Government apparatus was 
highly deconcentrated.  Excluding army and 
police, the Indonesian civil service numbered just 
over 4 million in 1999 (or 1.9 percent of the total 
population).38  Over 87 percent of these were 
considered as central civil servants in 1999, and 
12.2 percent as regional civil servants (pegawai 
daerah otonom, PDO).  Decentralization 
reassigned much of the deconcentrated civil 
servants to the regions.  For administrative staff-as 
opposed to staff in service delivery units-the 

                                                   
37 Early transfers occurred in Public Works (PU, Pekerjaan 

Umum), Social, Parsenibud, Transmigrasi, and Koperasi.   
Later departments included Education (Depdiknas), Health 
(Depkes), Agriculture (Deptan), Forestry, Trade and 
Industry (Deperindag), Manpower (Depnaker) and 
Transmigration, Communications (Dephub), Mines and 
Energy and Home Affairs Depdagri. 

38 Buentjen (1999) based on data from BKN (Badan 
Kepegawaian Negara) previously known as BAKN.  A full 
analysis of the civil service after decentralization is 
hampered by the lack of data at the central level.  BKN’s 
database is updated only until September 2000, and no 
exact information is available on the situation after 
decentralization. 

change was greatest.  They had to change offices 
(from deconcentrated kandep/kanwils to 
decentralized dinases) and often position.  Their 
career prospects had changed as well:  from now 
on, moving to another region effectively meant 
changing employer, as opposed to moving within a 
single national civil service.  In absorbing formerly 
central staff, several regions expressed a strong 
preference for local staff (the putra daerah or sons 
of the regions) to head the regional bureaus, but it 
is unclear whether the formally central civil 
servants lost out systematically on the management 
positions. 39 
 
Local government payrolls grew by  much less 
than the number of civil servants transferred.  
Whereas the number of regional civil servants 
quintupled, the number of civil servants paid from 
regional budgets increased by only 46 percent, and 
the aggregate wage bill by a similar percentage 
(Table 2.2).  The explanation for this is that a large 
number of national civil servants were already paid 
out of local budgets through SDO grants (subsidi 
daerah otonom, or subsidy for autonomous 
region), including the 1.2 million primary school 
teachers.  Of the 849,000 civil servants newly paid 
from regional budgets, some 456,000 were 
secondary school teachers.  The rest, just fewer 
than 400,000, were largely administrators working 
in the deconcentrated offices of central 
government. 
 
The regions had to absorb a wage increase half 
way through the year.  Official reports suggest that 
the civil service wage consolidation promulgated 
by the President in April 2001 caused salary 
increases  from 14-30 percent.40  The move 

                                                   
39 Provincial officials in Medan, for example, complained that 

district officials were now pushing through accelerated 
grade promotions so that their favored candidates could 
assume newly raised functional positions in the regions.  
Discussions with local officials, however, did not indicate 
that deferred promotions would or could actively been used 
as a tool for regional wage differentiation.  At present, the 
national civil service wage standards still appear to be 
prevailing in the regions. 

40 The wage bill consists of basic salaries (gaji pokok), family 
allowance (tunjangan keluarga), positional allowance 
(tunjangan jabatan, given for echelon positions), and rice 
allowance (tunjangan beras).  Additionally payments may 
include honoraria in the context of special tasks (cleaning 

 

Table 2.2:  Composition of the Wage Bill, 
January 2001  

(number and billion Rupiah) 
 

Number Billion 
Rupiah 

Civil Servants paid through 
Province (SDO) 273,588 238 

Civil Servants paid through 
Regencies (SDO) 1,346,462 1,361 

Civil Servants paid through 
Cities (SDO) 216.356 189 

Additional Civil Servants paid 
through regional budgets after 
decentralization 

849,188 850 

TOTAL 2,685,594 2,637 

Source:  DG Budget, MoF. 
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Table 2.3:  Reorganizing regions 
(number of dinases before and after 

decentralization) 
Region Before After 
Bantul 14 11 
Salatiga 33 24 
Indramayu 36 16 
Sidoarjo 25 21 

Source:  Asia Foundation (2002). 
 

consolidated the “cost of living allowances,” which 
were given during the crisis to compensate for 
inflation, with the base wage.  This triggered an 
increase in the family allowances, which are 
defined as a percentage of the base wage. 
 
Decentralization also changed the hierarchy of the 
civil service at the local level.  The Indonesian 
civil service  retains a hierarchical structure based 
on grade (golongans) and structural positions 
(echelon).41  With decentralization the respective 
echelon ranks in the regions have increased.42  This 
has had salary implications as well as procedural 
rank issues.  Since especially the unit heads of 
local governments benefited from a rise in their 
echelon status, this has led to complaints, mostly at 
the provincial level, that this was undermining 
traditional hierarchies in the civil service.  On a 

                                                                                
of facilities) or development projects.  Additional payments 
might involve overtime (uang lembur).  Another form of 
payment identified was waiting payment (uang tunggu).  
This payment could be paid for up to five years for civil 
servants who were effectively being made redundant, but 
have no pension rights (cf Buentjen 1999:49).  These 
payments are 80 percent of the base salary in the first year, 
and 75 percent thereafter.  Interviews with the Provincial 
Governor’s Staff department did however suggest that this 
was not currently being used or considered as an instrument 
to manage excess staff in the wake of the P3D process.  
APBD data for 2001 from North Sumatera province show 
that basic salaries, family allowances, functional 
allowances, and rice allowances made up two thirds, 7 
percent, 14 percent, and 12 percent, respectively, of the total 
wage bill for the health dinas during that year. 

41 The attainment of a certain grade is necessary to attain a 
certain functional position.  The highest echelon is 1a and 
represents a (national) director general/secretary general 
position.  Civil servants attaining a functional position 
receive a functional allowance (tunjangan jabatan). 

42 See Government Regulation 84/2000, Government 
Regulation 99/2000. 

very practical matter, for example, a meeting could 
only be called by a higher or equivalent echelon.  
The recent Government Regulation 8/2003 on 
regional organization is likely to change this again:  
the regulation upgrades the rank of officials at the 
provincial level one notch above those at local 
government. 
 
Organizational adjustment.  Many local 
governments and provinces rearranged their 
organizational structure in the wake of 
decentralization.  There was great concern at the 
center that the regions would create structures 
beyond their needs, and MoHA Decree 50/2000 
attempted to regulate the number, size, and rank of 
the various offices in the regions in detail.43  This 
ministerial decree was, however, seen by the 
regions as a guideline, and the limited evidence 
available (Table 2.3) suggests that regions tried to 
downsize their organizations rather than inflate 
them, despite having to absorb many new staff.  
Some may have been too ambitious, and even 
abolished departments for their obligatory 
“sectors,” such as, say, agriculture.  The result was 
that central government departments had a hard 
time finding local counterparts.44 
 
Civil service transfer in North Sumatera.  The case 
of North Sumatera illustrates some of the 
practicalities in implementing the civil service 
transfer and the salary hikes.  The total provincial 
civil service was 19,650 sekda office for July 2001.  
Of these, over 50 percent (10,820) were listed as 
previously deconcentrated central government 
personnel. 
 
In mid-2001, staff members were reported to be 
working in the local governments (in the forestry 
office, for instance) even when agreement on 
transfer to the region had not yet been reached.  
These civil servants were apparently still being 
paid out of the provincial APBD.  On the other 
hand, data provided by the local staffing bureau 
showed a total of 17,135 staff.  The staffing bureau 
suggested that the discrepancy with the higher 
estimate of the financial bureau was indicative of 

                                                   
43 Government Regulation 84/2000, which is the basis for the 

MoHA decree, is much more general. 
44 GTZ (2003). 
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Table 2.4:  Central Authority over the Sub-national Civil Service in Various Countries 
  

USA 
 

UK 
 

France 
Indonesia 

until 
2000 

Indonesia 
after 
2000 

 4 2 4 2 3 
Legislation and regulations: 
i. designation 
ii. recruitment 

 
5 
4 

 
2 
3 

 
2 
4 

 
1 
1 

 
3 
3 

Structure and career management: 
i. establishment control 
ii. appointment and mobility 
iii. employment framework 

 
5 
5 
5 

 
3 
2 
3 

 
4 
4 
4 

 
1 
2 
1 

 
2 
3 
1 

Performance management: 
i. standard setting and rewards 
ii. training and development 
iii. accountability 

 
4 
5 
5 

 
3 
3 
2 

 
n.a. 
5 
2 

 
2 
2 
2 

 
3 
3 
? 

Source:  WB staff assessment (Manning, Hofman, Dice, Campos, Nankivell, Monaghan). 
Key:  1 total central authority; 2 central dominance; 3 central guidance; 4 central leadership; 5 autonomous. 

 

the number of staff for which status in the new 
provincial civil service was not yet fully 
confirmed.  The P3D process in the local 
governments encompassed two other major civil 
servants groups not present at the provincial level.  
Although primary school teachers were already 
being paid out of the local APBD (using SDO 
subsidies) in FY2000, these were now officially 
transferred to local government employment.  
There are currently an estimated 75,000 primary 
school teachers in North Sumatera. 

Managing the Local Civil Service 
Law 22/1999 gives the regions the right to “hire 
and fire” its civil service, but there are conflicting 
laws and other forms of implementing regulations 
which appear to circumscribe this autonomy.  
Articles 75-77 of Law 22/1999 give regions broad 
autonomy in civil service management, and 
Government Regulation 97/2000 gives the head of 
region authority to determine the number of civil 
servants in the region.  In addition, Presidential 
Decree 159/2000 sets up regional civil service 
agencies. 
 
The local right to manage the civil service is 
limited in several ways. In contrast to Law 
22/1999, the civil service law (Law 43/1999) 
retains much control at the central level.  The 
central government still determines to a large 
extent civil service wages: base wage, position 
allowances, and family and rice allowances are still 

set by Presidential Instruction.  In addition, the 
Ministry of Finance sets limits to honoraria to be 
received by civil servants for project management, 
and the like.  And BKN, the civil service agency, is 
developing job classifications and accompanying 
qualification standards, which it wants to see 
applied to local civil service as well as central civil 
service.  Sector ministries such as education, health 
and agriculture are developing similar standards 
for teachers, doctors, and agricultural extension 
workers.  Hiring procedures are further limited by 
Government regulations, which among others 
require nationwide advertising for certain posts, 
and local advertising for others.  Nevertheless, 
restrictions on interregional mobility remain a 
major concern among former central civil servants.  
Moreover, emerging concerns are that local 
governments discriminate in favor of locals (Putra 
Daerah, or native sons), even though regulations 
are in place to prevent these discriminatory 
practices.  The central government remains 
concerned that with decentralization of the civil 
service a unifying factor for the country will be 
lost.  It has also expressed its concern when heads 
of regions exercised their legal right to choose their 
own regional secretaries, even though that right is 
stated in Law 22/1999.45 

                                                   
45 Ministry of Home Affairs, 2002, Regional Autonomy 

Implementation, Explanation by the Minister of Home 
Affairs at a cabinet meeting on 23 January  2002. 
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Table 2.5:  Average Population per Administrative Unit, Various Countries 
 
 

Number of Sub-national 
Governments 

Population 
(million) 

Intermediate 
level (million) 

Third level 
(thousand) 

China 30 provinces 
2142 counties 

1300 43 606 

Brazil 27 states 
4974 municipalities 168 6.2 34 

Nigeria 36 provinces 
776 local governments 124 3.4 159 

Indonesia 2001 30 provinces 
370 local governments 210 7 567 

India   35 states and territories 998 28.5 n.a 
United States 50 states 

3048 counties 273 5.46 89 

Note:  China’s prefecture level, in between county and province, no longer seems to play an important role, and is 
therefore left out. 
Sources:  CIA World Fact Book, Web Edition; World Bank (2002) Nigeria State Finances Study (draft); Burki, 
Shahid, et.al. (1999). 
 

 
The authority over civil service management 
therefore remains blurred.  Some limitations on 
regional personnel management-such as the 
prescription of open hiring procedures and due 
process in personnel policy-can be understood as 
the center’s wish to retain some unity in the civil 
service.  Other regulations, including that on a 
“zero growth” policy, apparently enforced sector 
by sector (and in the regions often interpreted as a 
“no hire” policy) restricts the regional ability to 
adjust its workforce according to needs.  LAN, the 
central civil service training agency, retains the 
monopoly on the mandatory training for the 
highest civil service ranks.  But perhaps most 
disruptive for civil service management in the 
short run is the centralized wage policy, which 
centrally imposes wage increases, whether the 
regions can afford it or not.  The common wage 
policy has caused fiscal problems in the regions in 
2001, as adjustments had to be made mid-year.  A 
special allocation from the contingency fund was 
used to compensate the regions for the wage rise.  
Accommodating this salary increase in a transition 
year was probably a wise thing to do to avoid 
unrest in the regions.  However, it seems to 
become policy, rather than exception.  For 2003, 
the center has announced another general wage 
increase, and has already decided to compensate 
the regions again-thereby setting a bad precedent 
(Chapter 3), and undermining the regions’ 
incentives to save on civil service wage costs. 

 
Variety in standards and working conditions may 
very well be desirable in the course of 
decentralization.  In fact, most decentralized 
developing countries, and most OECD countries46 
run separate civil services for each level of 
government, although the local civil servants may 
still be covered by a framework law separate from 
that for central civil servants (Table 2.4).  On the 
other hand, the civil service can be a powerful tool 
for nation building and unity, and some central 
influence on the decentralized civil service could 
therefore remain desirable, especially in Indonesia, 
where national unity is of some concern.  
Moreover, some remote areas may not be able to 
attract the right quality of civil servants without 
prohibitively expensive monetary incentives.  They 
would therefore benefit from some degree of 
centralization, which could at the same time 
improve the chances of a more equitable delivery 
of services across the country.  Countries like India 
and Malaysia second central civil servants on a 
rotational basis to regional governments.47  In 
Japan, the initiative for such rotations lies with the 
regions, which can invite central civil servants to 
do a tour of duty in the regions. 
 

                                                   
46 See OECD (1997), p. 46. 
47 On the issue of civil service management in a decentralized 

environment see further World Bank, Indonesia, Priorities 
for Civil Service Reforms, Washington DC, 2002. 
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Civil Service Reform  
Some regions have tackled the civil service issue 
head on.  For instance, Yogyakarta, which saw a 
large additional influx of civil servants during the 
transition in 2001, has started a reform of its civil 
service with many commendable features.  The 
provincial government reviewed its functions, 
organization, and staffing, and on that basis 
decided on the structural staffing needs for 
government.  The plan is to offer excess civil 
servants a choice of retrenchment packages, 
including one that allows for training of the 
retrenched civil servant, and one that provides for a 
grant to start a business.  The Yogyakarta 
authorities estimate that 5,000 of its 12,000 staff is 
redundant.  The North Sumatera regency of North 
Tapanuli is another example.  The region has 
substantially rationalized its organization, and the 
number of dinases and bureaus was reduced from 
68 to 35, with increased focus on the key policy 
issues facing the region, notably in forestry and 
plantation.48  Other regions, however, still struggle 
with overstaffing and civil service management 
issues.  Some of these believe that no 
retrenchment, not even a voluntary one, is allowed 
during the first years of decentralization. 
 
A new government regulation seems to aim for 
more reforms.  Government Regulation 8/2003, 
replacing Government Regulation 84/2000 on 
regional organization, puts a strict limit on the 
number of regional government departments and 
bureaus, based on a scoring system that takes into 
account the region’s area, population and a number 
of other factors. 

Size of Local Governments and Economy of Scale 
Law 22/1999 assigns most responsibilities to the 
local government level.  The provincial level has 
coordinating functions, plays a role in issues that 
cross regional boundaries, or can perform local 
level functions for those local governments that are 
unable to perform the functions.  The province can 
perform tasks on behalf of the local government 
(or manage joint tasks for local governments), but 
to date little initiative has been undertaken to 

                                                   
48 See North Sumatra Regional PER, and GTZ, 

Decentralization News 6, 2 March, 2001. 

exploit this possibility under the law.49  Law 22 
explicitly states that there is no hierarchical 
relation between the province and the local 
governments.  Although this concept is restricted 
to the province in its capacity as an autonomous 
region, it makes it difficult for provinces to 
facilitate cooperation among local governments for 
joint operation of functions and facilities, and to 
effectively establish its authority in cross-regional 
functions.  As a result, tasks with large 
externalities and significant economies of scale 
such as watershed management, sea management, 
agriculture research and others are likely to be left 
unperformed or underprovided. 
 
Scale economies are also associated with the size 
of a region.  Compared to other large, populous 
countries, the Indonesian provincial and local 
governments do not stand out in size (Table 2.5).  
The average Indonesian province is a bit larger 
than a US state, and about the size of a Brazilian 
state, but much smaller than the average province 
in China or India.  The country’s local 
governments are on average considerably larger 
than most comparators, except for China.  At the 
same time, size of subnational entities varies a lot.  
Provinces range in population from less than 
800,000 inhabitants (Gorontalo) to over 35 million 
(East Java), and local governments from 24,000 to 
4.1 million. 
 
Arguably, some local governments are too large to 
bring government close enough to the people to 
ensure accountability in some services.  However, 
some of the smaller entities may be too small to 
efficiently deliver services to its population.  
Information on the wage bill of local government 
per capita of the population seems to point at 
sharply decreasing efficiency at the level of about 
500,000 people (Figure 2.2).50  The regencies with 
less than 100,000 people have about twice the 
wage bill per capita than those with 500,000 

                                                   
49 One exception familiar to the authors are the two Provincial 

Health Projects financed by the World Bank.  These 
projects create province-level cooperative structures among 
the local governments to develop and implement province-
wide health policies. 

50 The wage bill per capita is negatively correlated with the 
size of the region, and positively correlated with own 
revenues. 
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Figure 2.2:  Diseconomies of Scale 
(Population per region and wage bill per capita in 

Rp.’000, estimates 2002) 
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Note:  336 local governments included. 
Source:: SIKD and Staff estimates, based on Maurice Gervais, 
2002, Background Note on Civil Service Issues for Apkasi, 
Jakarta, March. 
 

 

Box 2.1:  A Province is Born 
Some of the inhabitants of the Kepulauan Riau, the collection of more than 2000 islands between Sumatra 
and Singapore, were delighted with the DPR (House of Representatives) decision to support a new 
province of Riau Islands.  Riau itself became a province in the late 1950s, but ever since that time, the 
proponents of the new province argued, the islanders felt they were culturally separate from the oil rich 
mainland.  The presence of rich tourism and tin resources, the income tax derived from rich Batam island, 
and the revenues from exporting sand to Singapore may also have helped shape the idea of a separate 
province in some people’s mind.  It seemed, however, that the support of the DPR would not get the 
islanders very far:  Law 22 prescribes that it should be the originating province (i.e. Riau Province) that 
proposes the idea to the DPOD, the regional autonomy advisory board, before a law establishing a new 
province can be approved.  And both Riau’s governor and parliament are dead against the split-up of their 
province.  However, the head of the special DPR commission for Riau feels not tied by this part of the 
Law, and announced that they would have no further dialogue with the province, and rather talk with the 
Minister of Home Affairs on a law to establish the new province.  The Minister was less enthusiastic about 
the idea, and  suggested that the draft law for the creation of the new province be put on ice for 5 years.  
The DPR, instead, referring to its right of initiative, went ahead and submitted its own law, which was duly 
passed.  The President refused to sign it, but the new constitution no longer requires the President’s 
signature.  So the province of Riau Islands was born. 
Source:  Jakarta Post, various issues, and discussion with Home Affairs officials.  

 

people have.  Some of the difference could perhaps 
be explained by geography or a negative 
correlation between population size and density—
thereby necessitating a larger civil service to 
supply the same amount of services.  But prima 
facie the suggested scale economies would argue 
for consolidation of regions rather than the creation 
of new ones. 

 

In reality, however, the number of regional 
governments has been rising rapidly.  The number 
of local governments has increased from less than 
300 in 1999, when Law 22 was passed, to 348 in 
2001, 370 in 2002, and now over 400 (Table 2.6).  
The number of provinces increased from 26 to 
33.51  The creation of new regions is driven by 
several considerations, including historic and 
ethnic ones (Box 2.1). 
 
The desire to create a new region is likely to come 
from fiscal incentives as well.  For one, if a 
regency has a significant amount of natural 
resource revenues, it will be better off to become a 
province, as it then no longer needs to share the 
revenues with surrounding regions, or with the 
originating province.  Urban areas receive the bulk 

                                                   
51 Including two additional provinces in Papua, and the 

(disputed) province of Riau Islands. 

Table 2.6:  On the Rise 
(Number of regions in Indonesia) 

 2000 2001 2002 Latest 
Provinces 28 30 32 33 
Local 
Governments 298 336 348 432 

Source:  MoHA.  Provinces include the two additional 
provinces on Irian Jaya, approved in 2000.  Local 
governments exclude Jakarta. 
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Figure 2.3:  Improved Perception 
(Household perception of service quality in education 

and health) 
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Note: percent of households that perceives services to be 
worse/same/better than before decentralization 
Source: Governance and Decentralization Survey.  This survey covered 
households in 144 kabupatens and kotas. 

 

of the personal income tax, which is shared with 
the regions, and they have an incentive to split off 
from the regency they are part of.  Furthermore, 
the DAU 2002 allocation (Chapter 3) provides 
incentives to create new regions, because it 
includes a lump sum amount that every region 
receives, regardless of its size. So expect more 
regions to come. 
 
Service Delivery in Times of Transition 
How did the regions fare amidst all the confusion, 
reorganization, over-staffing, and the ordinary 
problems of running a local government?  
Surprisingly well.  As already stated in Chapter 1, 
there were no major disruptions in government 
services, and that is an achievement in itself.  
Beyond that, numerous regions are embracing the 
possibilities of regional autonomy, by doing things 
differently from the past.  This is evident in the 
planning and budgeting process (Chapter 4) as well 
as in the delivery of services—frequently building 
on ongoing initiatives . 
 
Lombok Timur,52 for instance, has started to use 
client surveys to improve its agricultural extension 
services, in particular in livestock insemination 
services—although one could argue that the 

                                                   
52  See the accompanying regional reports. 

kabupaten government should not be in the sperm 
business at all.  The regency has also started 
experiments in school funding, moving from a 
school-based system to a student-based system.  
North Sumatera has been pioneering ways to 
coordinate health services by creating province-
level health bodies that bring the local 
governments together, and overcome some of the 
spill-overs resulting from Law 22/1999, notably in 
communicable disease control. 
 
Sukabumi was able to rationalize its health 
services by reducing or abolishing the previously 
centrally managed CDC (Communicable Disease 
Control) programs.  Programs such as malaria 
control and cholera treatment were less relevant to 
the city, and allocation could therefore be much 
reduced.  Moreover, before decentralization, each 
of the 17 CDC programs was vertically managed, 
and each of the programs had their separate 
management structure, and sosialisasi meetings.  
Now, these activities are jointly managed.  Overall, 
Sukabumi has been very efficient in managing its 
health care, but ironically that created problems as 
well: people from outside the region are 
increasingly visiting local facilities, thus benefiting 
from Sukabumi’s budgetary health spending.  In 
response, the city has negotiated an agreement to 
receive payments from the surrounding kabupaten 
for residents treated in its hospital through the local 
budget. 
 
The initial results from a nationwide survey on 
service delivery conducted in 2002 are 
encouraging.  Some 89 percent of households 
believe education services have improved or 
remained the same after decentralization compared 
to before decentralization (Figure 2.3).  The 
households have similar opinions on health 
services in their region.  On average, only 6 
percent (3 percent) of households believe 
education (health) services have deteriorated after 
decentralization.  Even in the region that 
performed worse according to the GDS survey, 
only one third believed that services had 
deteriorated.  Overall, satisfaction with services is 
over 50 percent—with the exception of the police, 
a central service, which receives a satisfactory 
rating of only 35 percent (Figure 2.4). 
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Figure 2.4:  Some Satisfaction 
(Household satisfaction with public service) 
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Note:  percent of households that is satisfied or highly satisfied with public services. 
Source:  Governance and Decentralization Survey.  This survey covered households 
in 150 Kabupatens and Kotas. 

At the same time, some services have 
suffered.  For instance, the provincial 
authorities in East Lombok registered a 
significant deterioration in maintenance 
of cross-kabupaten roads, and the 
province said to have no budget for 
performing the service.  Others have 
observed deterioration in the 
management of communicable diseases 
and of the cold chain in vaccination 
service.  In addition, there has been a 
fair amount of friction in the first years 
of decentralization.  Environmental 
issues featured prominently among 
these conflicts.  Some regencies started 
to charge others for taking drinking 
water from the river, under threat of 
diverting the water for other uses. 
Others allow water pollution that affects 
mainly other localities to go unchecked.53  And 
forestry concessions have become a bone of 
content between all levels of government, not least 
because government regulation grants each level 
the right to issue those concessions:  the center the 
large ones, the provinces the intermediate ones, 
and the local government the small ones.  This 
provides local governments with little incentives to 
manage their forest resources well.  Perhaps the 
best-known conflict between local governments 
was the garbage war between Jakarta and Bekasi 
(Box 2.2).  Several regions ran into a fight over 
fishing rights, and tried to ban fishermen from the 
neighboring region to fish in their waters.  
Surabaya and East Java went head-to-head over the 
right to test cars-a lucrative activity for a regional 
government because of the fees charged for a 
safety check on a car.54  Disputes over land and 
borders, sea-sand pits, salt deposits, and other 
assets that can potentially be tapped for revenues 
are regularly reported in the local press.  Batam 
Island went even further, and took on the rest of 
Indonesia, when it tried to ban “immigrants” from 
other regions entering their jurisdiction.  As of yet, 
there are few formal mechanisms to manage these 
conflicts, even though the garbage dispute between 
Jakarta and Bekasi suggests that settlement with 
monetary means is a possibility. 

                                                   
53 See Tempo Magazine, 27 August 2001, p. 27. 
54  Tempo Magazine, 28 May, 2001, p. 32. 

 
Not all ills are due to decentralization.  The Big 
Bang came at the heels of an economic crisis.  In 
many cases essential maintenance was deferred, 
negatively affecting infrastructure, which now 
requires far more costly rebuilding.55  The debate 
surrounding the Jakarta floods is another example, 
with central officials arguing that decentralization 
was to blame, as they could no longer “control” 
local officials, even though the environmental 
degradation that caused the floods had been long in 
the making.  Moreover, some of the deterioration 
in services associated with decentralization-notably 
security, and law and order-is the responsibility of 
the center, not the regions. 

Cooling Business Climate 
Business undoubtedly felt the pinch of 
decentralization.  Although problems of security, 
political unrest and macroeconomic instability 
probably dominated, decentralization certainly did 
not help to promote a good investment climate.  
For one, businesses had to face new arrangements 
for obtaining licenses (although investment 
approval remained central, as described above), 

                                                   
55 The old system of earmarked inpres grants from the center 

often favored this more costly emphasis of rehabilitation 
over maintenance, as funds needed to demonstrate the 
construction of new infrastructure were easier to obtain than 
those for O&M. 
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Box 2.2:  Garbage 

Bekasi, a region in the suburbs of Jakarta, decided to 
close down the garbage dump used to dispose of 
Jakarta’s waste, under pressure from local residents 
that tolerated no longer the smell and heavy traffic 
that came along with it.  After some incidents, 
including the burning of some Jakarta garbage 
trucks, the two governments of Jakarta and Bekasi 
agreed to settle on compensation: Jakarta would keep 
using the garbage dump for 10 years, while it would 
pay for infrastructure improvement in the kabupaten.  
Although a messy dispute, the garbage example 
shows that cross-regional issues can be solved in 
negotiations between the two parties involved, rather 
than administrative involvement from the top. 

which are now under the authority of the regions..  
Starting even before 2001, provinces were given 
the right to set regional minimum wages, and they 
have proven to be all too willing to give wage 
increases far exceeding market trends.56  Business 
also became the principal target for the plethora of 
taxes, levies and fees that were issued by the 
regions under the new law on regional taxes and 
levies (Chapter 3).  Mining, in particular, suffered, 
because of its large location-specific investment, 
and the popular perception that their mining rights 
were obtained because of close connection with the 
previous regime.  The incomplete regulations at the 
onset of the Big Bang and the tug-of-war between 
center and the regions on issues such as investment 
approval, land, mining licenses, and the like 
affected the “bankability” of many an investment.57  
Inexperience in attracting business, and lack of 
understanding of what it takes to create good 
business conditions, did not help either.  And 
finally, businesses had to face the corruption that 
flourishes in the regions as it does in the center 
(Chapter 5).  The harassed businessman (or citizen, 
for that matter) has little protection against 
regional governments’ abuse.  This is despite the 
fact that Indonesia has an administrative law (Law 
8/1986), which should protect the citizen from 
arbitrary use and abuse of power by Government.  
The law, based on the example of the Dutch 
administrative law, is considered to be sound,58 but 
the courts in which disputes with local 
governments are settled are not. 
 
Despite these difficulties, many businesses 
embraced the new opportunities of 
decentralization. Previously, businesses were 
practically forced to be in Jakarta because of the 
political connections needed for success.  They 
now venture out to the regions, spurred on by the 
fact that the outer islands were not hit as hard by 
the crisis as Java was.59  Moreover, business 
started to fight back, taking advantage of the 
diversity and competition among regions that 
decentralization is supposed to encourage.  The 
Regional Autonomy Watch (KPPOD), set up by a 

                                                   
56 See World Bank (2001b). 
57 Van Zorge, Heffernan & Associates (2000a and 2000b). 
58 See Bernard Quinn (1999). 
59 Indonesia Provinces Profit from Capital’s Chaos.   

Jakarta think tank with support from business and 
the chamber of commerce, started monitoring the 
business climate throughout the country.  It 
recently published a ranking table for regions 
based on their attractiveness for business,60 
providing information that enables businesses to 
“vote with their feet,” by moving their money to 
better business climates.  Most recently, the head 
of the National Investment Coordinating Board, 
BKPM, proposed a similar rating system. 
 
Some provinces such as Riau have started to 
actively profile themselves as an investment 
destination.  With their ample funding from oil 
revenue shares, they have attracted advisors to 
improve their image as a destination for foreign 
capital.  The cooperation with the regency heads 
(bupatis) is exemplary-perhaps with the exception 
of the one in charge of the Riau Islands, the local 
government that aspires to become a province 
itself-and Riau province is starting to move onto 
investors’ radar screen.  In fact, the region plans 
substantial investment itself:  using its ample 
resource revenues it has set up an investment 
corporation, which plans to invest in airlines, oil 
fields, and other commercial ventures in which the 
comparative advantage of government is unclear.  
The same investment corporations, however, play a 
positive role in averting a regional power crisis, by 
investing in independent power producers in joint 
venture with suppliers and outside financiers. 

                                                   
60 See KPPOD (2002 and 2003). 
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The Changing Role of the Center 
It is not just the regions that must adjust to regional 
autonomy, but the center as well.  A common 
analogy is that the central government must now 
steer the course rather than row the boat, by 
legislating, setting standards, monitoring, and 
providing fiscal incentives to the regions to pursue 
national policy goals.  Indeed, a strong center is 
considered to be a prerequisite for successful 
decentralization (WDR, 2000), but until now, few 
of Indonesia’s central departments seem to have 
made this cultural change.  For one, as discussed, 
several departments have actively opposed 
decentralization, and have successfully negotiated 
postponing the devolution of their responsibilities.  
They have also maintained a significant 
development budget in functions that they are no 
longer responsible for (Chapter 3).  None of the 
departments has considered retrenchment of 
departmental staff to be necessary.  Their internal 
organization remains largely as it was before 
decentralization, although some-including health 
and education-have set up a decentralization unit.  
National legislation, which was supposed to have 
been aligned with Law 22/1999, remains largely 
unchanged.  Departments also face difficulties in 
preparing for their new role: with the abolishment 
of the deconcentrated apparatus, they are often cut 
off from policy-relevant information.  In addition, 
the Central Statistical Bureau has yet to make 
stronger ties with regional governments before it 
can take over the role of data gatherer on behalf of 
the line ministries.  But perhaps more difficult to 
change is the culture of the ministries.  They were 
used to instruct their own apparatus to get things 
done, but now they need to reach out to convince 
the regional governments of their policies, and 
influence resource allocation through the political 
process at the regional level. 

Directions for Reform 
Less than a year into the decentralization program, 
the Ministry of Home Affairs started efforts to 
review Law 22/1999.61  The move drew sharp 

                                                   
61 The Jakarta Post of 2 February 2001 reported on the planned 

revision two months after the kick-off of the 
decentralization program.  Kompas, 9 August 2001 reported 
on the initial attempts to revise the Ministry of Home 
Affairs, with the aim of finishing in November 2001.  A 

 

protests from the regions, which perhaps rightly, 
saw the first draft of the revision as re-
centralization.  For now, the Ministry of Home 
Affairs has put the revision on the back burner, and 
it focuses on the political laws that need 
amendment in light of the third and fourth 
constitutional change.  At the same time, revision 
is not put off, and it probably should not be, as 
there are several reasons to revise Law 22/1999, 
including:62 
 
o The lack of clarity in functional assignments in 

the current law and implementing regulations.  
Although much can be done with clarifying 
regulation, some of the crucial paragraphs in 
the law, including the one on obligatory 
“sectors”, require changes in the law to clarify 
the issue of functional assignment. 

 
o MPR’s decision TAP IV/2000, which calls for 

such a revision.  However, the decision also 
requires an “initial pioneering effort” in that 
direction, and a change in the law only after a 
review of the issues that arose in implementing 
regional autonomy. 

 
o The second revision of the constitution.  The 

new Art. 18 of the constitution calls for a 
regional autonomy “as broad as possible” not 
just “broad” autonomy as in Law 22/1999.  
The article also calls for “graduated 
autonomy” which in some opinions implies a 
hierarchical relation between the autonomous 
provinces and local governments.  In addition, 
the constitution no longer mentions 
deconcentrated tasks, and calls for central 
government tasks to be arranged by law, which 
experts interpret as a law separate from Law 
22/1999 or Government Regulation 25/2000. 

 
The approach now taken by Government is to 
study the actual shortcomings of the law first, 
before producing a draft for the revision.  The 
central government now also seems more willing 
to engage in discussions with the regions as to 
what they think should be revised.  Such a process 

                                                                                
front page article in June had the Minister saying that the 
revisions were being delayed. 

62 Based in part on Bernhard May (2002). 
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of debate on the revisions is also an opportunity to 
conduct the fundamental debate on regional 
autonomy and decentralization that fell through the 
cracks in the rush to prepare Law 22/1999.  For 
this to succeed, an open, structured consultation 
process with all stakeholders including the regions, 
Parliament, and civil society would be desirable. 
 
If done right, revising Law 22/1999 will 
undoubtedly take time.  Meanwhile, much can be 
done to clarify the existing legal framework, 
including: 
 
o Reviewing all existing laws and regulations, 

and screening of all draft laws to be submitted 
to Parliament, on their compatibility with Law 
22/1999.  MoHA can best take the lead in this 
process, but at the same time, the cabinet 
should be involved in the process, as many of 
the issues are embedded in sectoral legislation 
and regulation. 

 
o Phasing out of central regulations and decrees 

that maintain functions already assigned to 
regional governments through Law 22/1999, 
including land, investment approval, and 
forestry. 

 
o More aggressively supervising the regions, 

focusing first on the compliance of regional 
regulations with national law.  If a conflict is 
found, regulations should be cancelled.  To 
effectuate better supervision, the position of 
the provincial governor as the center’s 
representation in the region could be re-
enforced. 

 
o Strengthening conflict resolution mechanisms, 

including the administrative courts and the 
DPOD.  The DPOD could play a more active 
role in intermediation in conflicts between the 
center and the regions, whereas a stronger 
administrative court could protect citizens 
against decisions of regional governments that 
conflict with national law. 

 

o Reinforcing the role of the province in the 
performing cross-regional functions, and in 
coordination among the local governments in 
order to exploit economies of scale. 

 
o Initiating a capacity building program to 

support capacity in regional governments and 
parliaments to allow them to perform their 
responsibilities. 

 
o Promoting local government civil service 

reforms, and considering funding part of the 
costs of these reforms.  This should be done by 
reinforcing positive incentives for reduction in 
staffing, and by reducing “bad” incentives in 
the fiscal system by removing grant allocations 
related to the wage bill, notably those in DAU 
and special allocation for civil service salary 
increase. 

 
In addition, the Government should start a process 
to define minimum standards that can be met for 
some key sectors.  Much work at the central level 
has already been done on this, but feasibility of the 
draft standards at the local level is unclear.  A 
process that would test in a few regions whether 
and how agreed standards can be incorporated in 
planning, budgeting and service delivery at the 
local level would be a good start.  In addition, such 
a process should entail: 
 
o Reviewing Indonesia’s international 

agreements and sectoral laws on commitments 
already made, such as the 9 years of basic, free 
education for all. 

o Reviewing the feasibility and affordability of 
these standards for other regions, and revising 
the experimental standards if they are not 
feasible within the current resource envelope. 

o Making these agreed standards the basis for 
monitoring and supervision, and possibly 
sanctions. 

o Correcting the intergovernmental fiscal 
relations, including ensuring a more equal 
distribution of the DAU that allows poor 
regions to meet the standards. 

 



 
A Regional Public Expenditure Review Overview Report 

25 

 CHAPTER 3:  INDONESIA’S NEW INTERGOVERNMENTAL FISCAL RELATIONS 
 

Indonesia’s new intergovernmental fiscal system has several strong features, but it needs 
reforms to strengthen the incentives in the system, and to make it more equalizing.  The new 
intergovernmental fiscal system devolves enough resources to cover on aggregate the 
devolved expenditures after decentralization, gives regions taxing authority, and comprises 
an equalization grant with some desirable features.  At the same time, resources are 
distributed very unequally, regions have strong incentives to impose nuisance taxes and 
export taxes to other regions.  The regions’ high dependence on central transfers 
undermines local accountability, while rules on regional borrowing fail to assure hard 
budget constraints on the regions.  On the other hand, the central government lacks 
sufficient means to finance national priorities at the local level.  The Government should 
therefore reform the intergovernmental fiscal system, to aim for a more appropriate and 
larger, local taxing power, a more equalizing general grant, a limited number of 
earmarked grants, and better defined borrowing and default rules.  Much can be done by 
revising regulations and improving administration, but a revision of Laws 25/1999 and 
34/2000 will be necessary over time. 
 

 
The New Intergovernmental Fiscal System 
Law 25 of 1999 on the fiscal balance between 
central and regional government fundamentally 
reformed Indonesia’s intergovernmental fiscal 
relations.  The law strongly increased the regional 
governments’ share of government resources, 
changed the transfer system from one dominated 
by earmarked grants to one centering around 
general grants (supplemented by revenue sharing), 
and granted regions more access to borrowing.  
The law was complemented by Law 34/2000, 
which gave local government the right to levy their 
own taxes. 
 
Before the 2001 decentralization, most resources 
were transferred from central to regional  
governments through earmarked grants.  The 
largest of these was the SDO (subsidi daerah 
otonom or subsidy for autonomous region) grant 
program which covered most of the civil service 
salaries and recurrent expenditures for the regions.  
In addition, INPRES (instruksi presiden) grants 
aimed to finance development spending in the 
regions.  The INPRES grant started its life as a 
block grant for development spending in the 1980s, 
but gradually evolved into an array of specific 
grants for purposes ranging from re-greening to the 

construction of public markets.63  The 
deconcentrated offices of the central government 
were financed through the central budget—DIKs 
for recurrent spending, and DIPs for development 
spending. 
 
In the new system, central-regional transfers 
remain the dominant means of financing, but the 
earmarking is gone.  The bulk of regional 
government spending is financed by transfers from 
the center (Table 3.1):  over 90 percent of regional 
revenues comes from the Balancing Fund (dana 
perimbangan) that includes a general grant (DAU, 
dana alokasi umum), shared taxes, natural resource 
revenue shares (SDA, sumber daya alam), and a 
special allocation grant channel (DAK, dana 
alokasi khusus).  In addition, Aceh and Papua 
receive special autonomy transfers, while all 
regions received an ad hoc transfer for regional 
wage increases in 2003.  Local governments have 
limited own revenues (PAD, pendapatan asli 
daerah), adding up to only 7.4 percent of regional 
revenues. 
 

                                                   
63 See Silver, Christopher, Iwan J. Azis, and Larry Schroeder 

(2001). 
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Table 3.1:  DAU Dominates 
(Revenues of the Regions FY2001-2003, Rp. trillion and percent) 

 FY2001 
(budget) 

FY2001 
(outcome) 

FY2002 
(budget) 

FY2003 
(submitted) 

Percent of 
total (2003) 

DAU 60.5 60.5 69.1 75.4 64.1 
Contingency/Balancing 
Funds 

6.0 3.0 2.0 8.1 4.1 

Shared Revenues 20.3 21.2 24.6 25.9 22.4 

Special Autonomy Grants 0.0 0.0 1.3 1.5 0.9 

Special Allocation Fund 
(DAK) 

0.9 0.7 0.8 2.3 1.2 

Total Regional Transfers 87.7 85.4 97.8 113.2 92.6 

Regional Own Revenues 
(PAD) 

7.0 7.0 7.6 9.0 7.4 

Total Revenues 94.6 92.4 105.4 122.2 100 

Source :  FY2001 budget as per Law 35/2001; adjustments are based on the preliminary outcome as per 1 
December 2001.  FY2002 is based on Parliament’s approved budget as per 23 October 2001.  Figures for 
own revenues are preliminary estimates from compiled local budgets by Ministry of Finance based on 
annualized regional FY2000 data, and used in the final DAU 2002 simulation.  Figures for 2002 have been 
adjusted upwards by 9.3 percent to reflect predicted inflation as per the 2001 adjusted budget.  Estimates of 
regional relative to central expenditures are based on total transfers plus own revenues (PAD).  

The General Grant   
The DAU, or general grant, is the mainstay of the 
new intergovernmental fiscal system.  The grant 
constitutes some 65 percent of regional revenues, 
and a little over 70 percent of all central transfers 
to regions.  The pool of money available to the 
DAU is by law a minimum of 25 percent of central 
government revenues after tax sharing.64  The 25 
percent is a minimum share for the regions, but for 
FY 2001-03 it is also the actual share approved by 
Parliament.  Local governments receive 90 percent 
of the DAU pool, reflecting their importance under 
Law 22/1999, while the provinces receive 10 
percent.  Neither the 25 percent share of total 

                                                   
64  Law 25 is not specific on whether the 25 percent is before 

or after revenue sharing, but the elucidation to Government 
Regulation 104/2000 defines it as net of revenue sharing.  
Government Regulation 104/2000 has also taken the 
interpretation that it should be based on actuals, which has 
apparently been accepted by Parliament and the regions.  
However, a regulation on how the disbursements should be 
based on actuals is yet to be made. 

revenues, nor the division of the DAU over 
provinces and local governments was based on a 
thorough analysis of the expenditure needs of the 
regions.  At the time the law was passed, the 
expenditure assignments were not yet known, nor 
was there sufficient information on how much was 
actually spent on functions.  The regulations 
suggest that the 25 percent is the share of actual 
revenues after revenue sharing, but until now 25 
percent of the budgeted  amount was actually 
disbursed.  In all, this cost the regions some Rp. 9 
trillion in revenues, or 15 percent of the total DAU 
in 2001.65 
 
The DAU allocation to individual provinces and 
local governments is in principle determined by 
formula.  There are two formulae—one for the 
provinces and one for the local governments—but 
                                                   
65 Revenues in the approved budget for 2001 were Rp. 263 

trillion and revenue sharing Rp. 20 trillion, which yields a 
DAU of Rp. 60 trillion.  Actual revenues as per preliminary 
outcome data suggests revenues of Rp. 299 trillion.  
Assuming the same amount of revenue sharing, this would 
result in a DAU of Rp. 69 trillion. 
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Box 3.1:  Ongkos Administrasi 

The DAU is a general grant that is to be allocated 
through the regional budget.  The central government 
has in principle no say in the use of the funds.  But 
many treasury offices think otherwise.  One region’s 
finance bureau, for instance, must each month go to the 
regional treasury (KPKN) to fill out a request for its 
share of the DAU.  Moreover, the KPKN requires 
proof of spending of last month’s allocation.  And, of 
course, a little administrative cost is involved.  The 
finance bureau is then forced to “recover” the costs of 
this fee on their own disbursements.  To eliminate this 
ongkos administrasi the central government could 
consider direct disbursement of the DAU every month 
from the central treasury account directly into the 
regional governments’ accounts at the regional 
development banks, and without administrative costs. 

Source:  Mission interviews with local governments. 

they are similar enough to discuss as if they are 
one.  The formulae must take into account the 
regions’ needs and “economic potential,” which 
was interpreted to mean “expenditure needs” and 
“revenue capacity”, which according to the 
elucidation of Law 25/1999 should be based on 
objective factors of needs and capacity.  To base 
the grant allocation on such objective criteria is an 
attractive feature:  it avoids “gap filling” between 
actual spending and actual revenues, and 
encourages regions to be cost effective and raise 
own revenues.  However, the transition to the new 
fiscal system and lack of data necessitated several 
transitional elements in the DAU distribution in 
addition to the formula, including a “base amount” 
and a contingency allocation.  Thus a region’s 
share of the DAU consists of three parts: formula 
amount, base amount, and contingency. 
 
DAU Formula.  The share in the DAU pool for a 
region depends in principle on the “fiscal gap”, the 
difference between its fiscal needs and its fiscal 
capacity.  The choice of revenue capacity and 
expenditure needs rather than actual revenues and 
expenditure is desirable, as it gives the regions 
incentives to raise their own revenues, and save on 
spending.  As indicators for expenditure need the 
formula includes:  (i) population; (ii) poverty rate; 
(iii) land area; and (iv) the construction price index 
as an indicator of “geographical circumstances.”  
The formula must include these variables, as they 
are mentioned in the elucidation of Law 25/1999.  

Fiscal capacity is defined as the sum of own 
revenues (PAD) and shared revenues.  The formula 
has been changing from year to year.  In the 2001 
formula each of the variables was included with 
equal weight, whereas in the 2002 and 2003 
formula, population and area both received higher 
weights than the others.  For the 2001 formula the 
data on shared revenues were not yet available at 
the time a decision had to be taken, and it was 
decided to ignore them.  For 2002, shared revenues 
were included, but natural resource revenue shares 
only for 75 percent of the total, due to lobbying by 
resource-rich regions. 
 
Base amount. In the run-up to 2001 the 
Government realized that the distribution of the 
DAU according to “objective factors” could cause 
a major mismatch between devolved expenditure 
responsibilities and revenues. Devolved 
expenditures consisted largely of wages for civil 
servants in former central government offices, and 
some operations and maintenance spending.  The 
distribution of these expenditures over the country 
was very different than the distribution of 
expenditure needs according to the new DAU 
formula.  Because it was impossible for the regions 
to adjust their spending overnight, using only the 
formula risked major underfunding for numerous 
regions, and excess funding for others.  To avoid 
this, the central government decided to hold the 
regions harmless compared to the year 2000, and 
introduced the “base amount” for that purpose.66  
The base amount for 2001 equaled 130 percent of 
SDO and 110 percent of INPRES of (annualized) 
FY2000 amount.  While well intended, the 
interpretation of the hold harmless clause was 
problematic.  Rather than an amount below which 
no region could fall, it became a minimum grant, 
on top of which an amount according to the 
formula was allocated.  As a result, the base 
amount took almost 80 percent of the total DAU 
pool.  In 2002, the base amount was reduced to 50 
percent of the total DAU pool and turned into a 
minimum amount per region, plus an amount 
related to the actual wage bill of 2001. 
 

                                                   
66 The SDO and INPRES grants, and the DIKs for the 

deconcentrated offices. 
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“Hold harmless” obtained new meaning in 2002 
and 2003.  Parliament objected against the 
proposed distribution of the DAU for 2002, 
because some of the richer regions stood to lose 
compared to the 2001 distribution.67  It decided 
that no region could receive less DAU than it did 
the year before.  In principle this was a reasonable 
decision—even though Parliament’s interference 
with the DAU distribution was not foreseen by 
Law 25/1999.  However, the trouble was that the 
2001 DAU distribution had been distorted because 
of lack of data on revenue sharing.  So by holding 
regions harmless compared to 2001, it allowed the 
regions that received shared revenues to “double 
dip”, to receive both an inflated DAU, and their 
shared revenues. 
 
Contingency.  The DAU for 2001 was 
supplemented by a “contingency fund” to absorb 
any mismatches between devolved expenditure 
responsibilities and revenues.  Of a budgeted 
amount of Rp. 6 trillion in 2001, some Rp. 3 
trillion was disbursed.  The first tranche of Rp. 1.1 
trillion was based on genuine mismatches of 
revenues and expenditures caused by the rapid 
decentralization.  A process of application, review 
and allocation set out in a presidential decree was 
followed for this tranche.  The second tranche 
became necessary because of the centrally 
mandated salary hike which increased the regional 
wage bill by some 15-30 percent.  The 2002 budget 
also included a contingency, intended again for 
mismatches.  However, the amount was instead 
used to finance the DAU allocation for the rich 
regions at the same level as 2001. 

Special Allocation Grant 
The special allocation grant DAK is as of yet small.  
It consists of 5 types of grants: forestry, education, 
health, rural roads and irrigation.  In addition, new 
regions established in 2002 received a grant for 
public administration infrastructure.  Law 25/1999 
states that the DAK can be used for special needs 
of the regions, including emergencies, and for 

                                                   
67 This Parliamentary involvement in the distribution seems 

against Law 25/1999 which specifies that the Regional 
Autonomy Advisory Council proposes the distribution of 
the DAU to the President, who approves it by Presidential 
decree. 

financing central priorities at the regional level.  
The forestry component is not really a special 
grant.  Rather, it is the regional share of an 
earmarked tax for reforestation.  The funding 
consists of 40 percent of a forestry tax (60 percent 
is the central share) which is distributed on a 
derivation basis.  The special allocation grants for 
education, health, rural roads and irrigation aim at 
rehabilitation of existing facilities, and are 
distributed according to criteria which include the 
regions’ fiscal capacity.  Regions are supposed to 
apply to the central government for the grant, with 
proposals that meet the allocation criteria.  
However, the 2003 allocations were based only on 
criteria developed by the central government.  
Given that the grants finance largely local tasks 
(maintenance of facilities for local functions) it is 
hard to see how these meet central objectives, as 
was intended in the law. 
 
Two other grants are transferred to the regions in 
addition to the DAU and DAK.  They are akin to 
the DAK in that they serve specific purposes:  the 
first for special autonomy of Aceh and Papua, the 
other to compensate the regions for the 2003 wage 
increases. 

Shared Revenues   
The 2001 decentralization greatly increased the 
importance of shared revenues.  The most 
important factor was the inclusion of oil and gas 
revenues and personal income tax in the taxes to be 
shared.  The former were included to accommodate 
long-standing dissatisfaction of natural resource 
rich regions which felt that “Jakarta” took their 
resources, and did not give back anything in return.  
True or not, with the implementation of Law 
25/1999, they now receive a significant share of 
those revenues (Table 3.2).  In addition, the 
personal income tax was included for sharing 
through Law 17 of 2000.68  For each of these 

                                                   
68 The sharing of the personal income tax on a derivation basis 

was decided at the last moment, and announced on a 
ministerial trip to disseminate the decentralization laws.  
Art. 31C of Law 17/2000 describes the sharing.  Not all 
categories of personal income tax are shared: excluded are 
taxes on self-employed income, dividends, and interest.  
The law is unclear whether the sharing of the personal 
income tax is based on the residence principle or the 
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Table 3.2:  Revenue Sharing 
(Shares of revenues to central, provincial and regional government) 

 
 
 

Item 

 
Central 

Government 

 
Provincial 

Government 

 
Originating 

Local 
Government 

Other Local 
Governments 
in the same 

province 

All Local 
Governments 
in Indonesia 

(Equal Share) 
Oil (non-tax, onshore) 85 3 6 6 -- 
LNG (non-tax, onshore) 70 6 12 6 -- 
Mining: Land-rent 20 16 64 -- -- 
Mining: Royalty 20 16 32 32 -- 
Forestry: Land-rent 20 16 64 -- -- 
Forestry: Resource rent 20 16 32 32 -- 
Fishery 20   -- 80 
Land and Building Tax 9a 16.2 64.8 -- 10b 

Land and Building 
Transfer Fee 

 16 64 -- 20 

Personal Income Tax 80 8 12 -- -- 
a The central government’s share in the Land and Building Tax is supposed to cover administrative costs.  Not all 
categories of personal income tax are shared; excluded are taxes on self-employed income, dividends, and interest. 
b According to Government Regulation 104/2000, of the 10 percent, 6.5 percent is shared equally among all regions, 
and 3.5 percent is distributed to those regions who exceeded their revenue target in the previous year.  
Source:  Law 25/1999, Law 19/2000 (Income Tax), Government Regulation 104/2000 and Bambang Brodjonegoro 
(2001). 

 

shared taxes, the province gets a minor part, 
whereas the bulk of revenues goes to the local 
governments. 
 
The sharing formulae for most revenues contain 
some element of equalization.  For oil and gas, 
mining, and forestry, all local governments in the 
same province as the producing local government 
receive a share as well.69  For fisheries, property 
tax and land transfer tax, a small percentage of the 
revenues is shared by all local governments in 
Indonesia.  These complex sharing mechanisms 
may well be redundant: whatever a region gets 
from those shared taxes is counted as own fiscal 
capacity, and reduces the allocation of the DAU. 
 
There are a number of shared provincial taxes as 
well.  Motor vehicle, vehicle transfer, and fuel 
excise tax are levied by the province, and shared 
with the local governments.  Government 
Regulation 25/2000 gives the provincial 
government the right to distribute the local 

                                                                                
location of work, but the tax administration seems to 
interpret it as based on the location of work. 

69 The Law refers to “other local governments in the relevant 
province”. 

government share in an equalizing manner.  Again, 
the equalization effect of sharing these taxes 
compared to that of the DAU is likely to be small. 

Own Revenues 
Decentralization greatly expands the scope for 
locally raised revenue (PAD), which primarily 
consists of taxes, user charges and income from 
regional enterprises.  Law 18/1997, the previous 
law on regional taxes and levies, intended to stop 
the then-prevailing practice of  issuing a plethora 
of regional taxes and charges.  Many of these had 
little revenue potential, and high costs to the 
taxpayer and the economy.  Law 18/1997 therefore 
restricted regional taxes to a closed list, and made 
any additional tax proposals conditional upon 
approval of the Ministry of Finance. 
 
Law 34/2000 reverses the burden of proof.  The 
law still gives a list of regional taxes (Table 3.3), 
but regional governments can add taxes through 
regional regulations approved by the regional 
parliaments, as long as it abides by the principles 
mentioned in the law.  The regions have made 
ample use of this option, and have issued 
numerous new taxes and levies by regional 
regulation.  While this has contributed to an 
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increase in regional own revenues by some 50 
percent since the start of decentralization, own 
revenues are still a modest share of the total.70  
Moreover, many taxes and levies are seen to be 
damaging the business environment (Chapter 2).  
Even if they contradict the law, such taxes and 
charges are not always annulled by the center 
because supervision is weak and up to 60 percent 
are implemented by the regions without central 
review.71  Absent from the list of regional taxes is 
the land and building tax, which in Indonesia is 
still a central tax, collected by the central tax 
authorities, and then shared with the regions.  
 
Regional Enterprises.  A further source of own 
revenues is income from regional state enterprises.  
These revenues now only constitute a small portion 
of the total, and the bulk of the enterprises owned 
are water companies.  This is likely to change in 
the future:  numerous regions have shown great 
eagerness to acquire assets in general, and 

                                                   
70 Lewis shows that not all of the increase in local own 

revenue can be attributed to newly created taxes and 
charges.  See Blane Lewis (2003b). 

71 Blane Lewis (2003), Indonesian Regional Government Tax 
and Charge Creation under Fiscal Decentralization, 
Bulleting of Indonesian Economic Studies, forthcoming. 

enterprises in particular.72  It seems odd that while 
the central government has embarked on a 
privatization program to divest from its 150-plus 
state enterprises, some of the regions—notably 
those with excess cash from natural resource 
revenues—have gone on a shopping spree.  But 
there seems to be little that the central government 
can do or is willing to do.  Legally, it is unclear 
whether the local governments are restricted from 
owning commercial enterprises.  Politically, the 
center has found it hard to resist the regions, as the 
case of Semen Gresik shows.  The sale of this 
cement company to a Mexican buyer was derailed 
by a coalition of local governments and 
management of several production plants.  They 
demanded that the plants in their regions be split 
off from the company, and be handed over to the 
local government.  In another high profile dispute, 
a provincial government staked a claim on a coal 
mine, doing significant damage to Indonesia’s 
investment climate in the process (Box 3.2). 

                                                   
72 Other assets that attracted special attention of the local 

governments were ports and airports. 

Box 3.2:  Your Mine or Mine? 
KalTim Prima Coal (KPC) in East Kalimantan is a coalmine owned by two giants in the mining 
industry, BP and Rio Tinto.  Started in 1992, the mine produces over 17 million tons of coal per 
year, and employs some 10,000 people.  Its agreement with the state, dating back to the Soeharto 
days, determines that the company must offer 51 percent of its shares to Indonesians by 2002.  
KPC and the central government agreed to value the equity stake at $420 million.  First suitor was 
PT Intan  Bumi Inti Pradana (IBIP), a company supported by the East Kalimantan provincial 
government, perhaps because the government was promised 5 percent of the dividends in return.  
The province seems to expect a lot from this 5 percent of the dividends, because it has sued KPC 
for $770 million in damages due to the delay the company is supposed to have caused in 
concluding a deal with IBIP.  Pending the suit, a Jakarta court has put a lien on BP’s assets in all 
of Indonesia.  This threatened BP’s chances to an LNG supply contract with China, which 
crucially hinged on BP’s capability to develop a natural gas field elsewhere in Indonesia.  The 
lawsuit was quickly resolved, but meanwhile, the district of East Kutai, in which the mine is 
based, has joined the bidding game.  The reason was, as the speaker of the local parliament stated, 
because ‘the provincial deal would not benefit the local people’.  The central government has 
become concerned that the coal mine’s troubles could further blacken an already bleak investment 
climate, and a committee of senior officials is studying solutions.  One proposal under 
consideration:  the central government should buy the 51 percent stake. 

Source:  Timothy Mapes, The Asian Wall Street Journal, 9 April 2002. 
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Table 3.3:  Regional Taxes 

Type of Tax Assignment Max Rate Sharing 

Motorized Vehicles Province 5% 30% to local govt. 
Motor Vehicle Transfer Tax Province 10% 30% to local govt. 
Motorized Vehicles Fuel Province 5% 70% to local govt. 
Utilization of Water Province 20% 70% to local govt. 
Hotel tax Local 10% 
Restaurant tax Local 10% 
Entertainment tax Local 35% 
Advertisement tax Local 25% 
Street Lighting Local 10% 
Mining of C-Class Minerals Local 20% 
Parking tax Local 20% 

A minimum of 10% of local 
government tax to be 

allocated to the relevant 
village. 

Source:  Law 34/2000 and Mark Rider, 2002, The Estimated Revenues Yield of a Piggyback Personal Income Tax, 
processed, August. 
 

 
Regional Borrowing   
Law 22 and Law 25 of 1999 allow the regions to 
borrow.73  They were already allowed to do so 
before 2001—under Law 5 of 1974, but faced 
stricter approval procedures from the center.  Now, 
for domestic borrowing, only the local parliament 
has to approve, while indirect, rule-based controls 
limit borrowing.  Regions are allowed to borrow 
from foreign sources with the permission of the 
central government, but without its guarantee.  The 
regions are also allowed to borrow short term for 
cash flow management purposes.   
 
Law 25/1999 states that borrowing can only be 
done for projects that generate a financial return, 
but this restrictive clause was loosened up by 
Government Regulation 107/2000, which explains 
that this financial return can be direct or indirect.  
For all lending from the central government to the 
regions, the central government can intercept the 
DAU if the region in question fails to meet its debt 
service obligations – a feature regularly seen in the 
past.  The regulations include a limit on borrowing 
through a maximum debt to revenue ratio of 70 

                                                   
73 As in the area of financial management, which is also 

treated in both laws, borrowing is treated a slightly different 
way in both laws.  This overlap, and partial conflict is the 
result of a turf battle between two ministries which is yet to 
be resolved.  

percent, and a debt service to revenue ratio of 40 
percent. 
 
Government Regulation 107/2000 also allows the 
central government to further restrict borrowing if 
“general conditions” warrant this.  A ministerial 
decree, first used in 2001, and renewed every year 
since then, bans regional government borrowing 
except through the center.  A further decree (KMK 
35/2003) provides rules and regulations for on-
lending to the regions.  This regulation returns to 
the original requirement of the law that borrowing 
can only be done for revenue generating projects, 
although it does not specify whether this revenue 
generation should be direct or indirect.  Finally, the 
Law on State Finances, passed in March 2003, 
adds requirements to regional borrowing.  The 
elucidation limits regional budget deficits to 3 
percent of regional GDP, and regional debt to 60 
percent of regional GDP.74  

                                                   
74 This seems to be an inadvertently generous restriction.  The 

government intended to impose these limitations on general 
government, but specified it separately for central 
government and regional governments.  Given that 
“regions” includes provinces and districts, a strict 
interpretation of the law would allow for general 
government deficit of 9 percent of GDP, and a debt of 180 
percent of GDP.  The forthcoming government regulation is 
expected to resolve this confusion. 
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Figure 3.1:  More than Enough on Aggregate 
(Regional revenues, expenditures, and transferred expenditures, Rp. trillion) 
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Note:  Regional Routine and PAD taken from SIKD; Regional Development From SIKD, corrected for 10 percent inflation; 
Deconcentrated Agencies from Lewis (2001a); July Wage increase estimated as 15 percent wage increase over the total wage 
bill.  The regional government wage bill is estimated from SIKD (budget 2001); the wage bill for the transferred workers 
taken from MoF Payroll data January 2001.  

Did the Regions Get Enough Resources? 
On aggregate, more than enough revenues were 
devolved in 2001 to match the transferred 
expenditure responsibilities.  The regions had to 
spend more on salaries and operations and 
maintenance of the formerly central government 
offices, and received DAU in excess of SDO and 
INPRES, a DAK, a contingency allocation, and 
additional shared revenues.  In total, the regions 
received “surplus” revenues of some Rp. 21 trillion 
in 2001, or 1.5 percentage point of GDP (Figure 
3.1).75  Lewis estimates an even higher surplus of 
Rp. 27.5 trillion,76 but this was before the wage 
increase in July 2001, and before the disbursement 
of the contingency fund.  Lewis also estimates 
separately the surpluses of the provincial level and 
the local level.  His judgment is that whereas at the 

                                                   
75 One caveat here is the assumption that all development 

projects implemented by the Kanwils and Kandeps continue 
to be financed from the central budget.  This seems to have 
been the case but the center is now trying to find ways do 
devolve this financing responsibility. 

76 Lewis (2001a), p. 330. 

provincial level the extra revenues more or less just 
cover the extra expenditures, local governments 
received most of the surplus.  This finding is 
consistent with the disbursements from the 
contingency fund, of which a disproportional 
amount landed in the province. 
 
Figures for development spending also indicate 
that more than enough resources were transferred.  
Budgeted regional development spending made a 
significant jump in 2001, from an (annualized) Rp. 
14 trillion in FY2000 to a planned Rp. 33.5 trillion 
in FY2001 (Table 3.4).  The regions may have 
been forced to cut back slightly on these plans after 
the July 2001 wage increase, but there is every 
reason to believe that development spending in the 
regions rose significantly compared to before 
decentralization. Moreover, early indications on 
the budget outcome in the regions for 2001 suggest 
that whereas the wage bill ended up higher than 
planned, own source revenues was higher as well, 
leaving enough budgetary room to meet the targets 
for development spending. 
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Table 3.5:  Disparities in Local Government Revenue 
Sources per Capita, 2001 

 Mean 
(Rp.) 

Min 
(Rp.) 

Max 
(Rp.) 

Gini 
(Coef.

) 
Locally Raised Revenue 
(PAD) 

22,89
0 

1,740 201,900 0.497 

Shared Revenues  17,42
0 

3,070 289,010 0.680 

  Personal Income Tax  8,730 840 172,570 0.678 
  Land and Building Tax 6,560 1,570 67,370 0.550 
  Land Transfer Tax 2,130 10 49,070 0.868 
  Natural Resource 
   Revenue  

24,72
0 

0 376,830 0.851 

Source:  SIKD and Staff Estimates. 
 

This is good news for government development 
spending as a whole.  Because of the increase in 
regional development spending, the drop of central 
development expenditures did not lead to a 
significant overall decline:  in 2001, total 
development spending was about 5 percent of 
GDP, only slightly lower than in 1999/2000. 
 
Finally, carry-over funds in the regions’ 2002 
budget increased, which offers additional evidence 
that the regions as a whole seem to have received 
adequate funding for the expenditures they 
inherited. 
 
This is not to say they received adequate funding 
for the tasks they were supposed to perform.  The 
trouble is that, two years into decentralization, this 
question is far from being answered.  As was 
argued in Chapter 2, Law 22/1999 and 
implementing regulations do not clearly define the 
obligatory functions of the regional governments, 
nor what minimum standards of services should be 
delivered.  Even if these issues could be overcome, 
the information to cost out the functions is lacking 
at present.  Moreover, determining what the 

functions cost at present may not be very telling 
for what the functions should cost if efficiently 
delivered.  Apart from all these practical 
objections, there is a more fundamental objection 
against this method: unless carefully managed, 
minimum standards are but a wish list of spending 
developed independently of what government as a 
whole can afford.  They risk either becoming 
unfunded mandates on the regions, or being 
ignored. 
 
Even though the regions received enough resources 

Table 3.4: Consolidated Government Development Expenditures 
(Rp. trillion and percent) 

 1999/2000 2000* 2001 2002 

Central Development Budget 57.64 50.48* 45.46 52.30 

Central Regional Development Transfers (i.e. 
inpres/ipeda) 12.45 20.55* - - 

Central Own Account Development 
Expenditures (APBN) 45.19 34.93* 45.46 52.30 

Regional Development Expenditures  - - 29 30.46 

Total Development Expenditures  57.88 48.93 78.48 82.76 

As a share of GDP 5.17% 3.72% 5.0% 4.91% 

Notes:  * FY2000 figures are annualized for comparability.  Central own figures are in trillions through 
1999/2000 are audited actuals, 2000 provisional revisions, actual for 2001.  Figures for 2002 are budgeted as 
approved by Parliament in December 2001.  Regional development expenditures through 1999/2000 were 
financed largely by central regional development transfers.  Figures for regional development expenditures 
starting in 2001 reflect provincial development expenditures net of transfers to lower levels, plus local 
government development expenditures (including net transfers to lower levels).  FY2001 estimates are from 
Annex Table 3, and FY2002 estimated based on the FY2001 share in regional  spending, and estimated regional 
revenues. 
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to cover their additional spending obligations, they 
seem to have been short-changed.  The region only 
received control over resources that covered the 
recurrent costs of the formerly central government 
offices, not the development spending on regional 
tasks.  In fact, the center still spends abundantly on 
regional tasks.  Taking the 2002 budget as a guide, 
the development budget still contains as much as 
Rp. 29 trillion, 1.7 percent of GDP, or more than 
half the center’s development budget that could be 
further devolved to the regions. This amount 
corresponds to the central government spending in 
sectors that according to Law 22/1999 are to be  
managed by the regions (Annex Table 4 for 
detail).77 
 
In health and education alone, some Rp. 13 trillion 
is spent on regional tasks.  To be fair, this is not 
just the central departments holding on to tasks 
they should no longer do.  In the run-up to 
decentralization, it was decided that ongoing 
projects would still be financed from the central 
budgets to avoid a project being abandoned.  In 
addition, in the parliamentary debate on the 2002 
allocations, it was Parliament that increased the 
central development budget by over Rp. 5 trillion, 
most of it to primary health care and education.  
The implementation of most of these central 
projects is already done at the sub-national level.  
The center no longer has an apparatus in the 
regions to manage projects, and the funds are 
transferred to the regions through deconcentration.  
However, since the financing is done from the 
central budget, there is no local scrutiny over the 
spending, and there seems to be little coordination 
in planning for these resources at the local level 
(Chapter 4). 
 
On the recurrent budget, the wage bill probably 
offers further scope for savings, as not all civil 
servants that ought to have been decentralized 
actually were.  Moreover, the Government has 
already decided to phase out the fuel subsidies over 
time, and this will further free up resources that 

                                                   
77  The amounts are arrived at by taking 90 percent of the 

budgeted spending of each sub-sector from the development 
budget that according to Law 22/1999 is an obligatory 
regional responsibility.  The 10 percent is a notional amount 
taken to be related to policy development in the sub-sector.  

could at least in part be made available to the 
regions.  And finally, the government is 
determined to increase the tax ratio to GDP.  One 
quarter of that increase will already be 
automatically transferred to the regions through the 
DAU, but more could be made available to the 
regions, if desirable. 

How Equalizing is the New Intergovernmental 
Fiscal System? 
Aggregate resource sufficiency disguises large 
variation among regions.  Even after redistribution 
through the DAU, in FY2001 the richest local 
government had more than fifty times as much 
revenues per capita as the poorest one (Table A.2).  
The poorest local government received only 20 
percent of the average per capita revenues.  Some 
of this variation can be explained by the variation 
in the size of local governments in Indonesia.78  
But even if one aggregates revenues at the 
provincial level, the variation in revenue capacity 
remains large: the richest province has about 10 
times as much revenues per capita as the poorest 
one, and the poorest one has only some 40 percent 
of the revenue capacity of the average province.  
For comparison, in the US, the poorest state has 
about 65 percent of the revenues of the average 
state, and in Germany, any state falling below 95 
percent of the average level gets subsidized.  In 
Brazil, the richest state has 2.3 times the revenues 
per capita of the poorest state.79  Indonesia’s 
regional fiscal inequality is more in line with that 
of Russia and China:  In Russia, the richest of the 
89 regions has revenues per capita some 40 times 
higher than the poorest, which is still considerably 
less than the discrepancy among Indonesian local 
governments, although larger than among the 
provinces.80  In China, expenditures per capita in 
the richest province were some 17 times those of 
the poorest one.81 
 
Central government development spending is a 
neat additional resource for the regions.  Although 

                                                   
78 This point was made by Richard Bird in a comment at the 

Bali conference on Decentralization in East Asia, 10-11 
January 2002. 

79 World Bank (2001c). 
80 Martinez-Vazquez, Jorge and Jameson Boex (1998). 
81 World Bank (2001a). 
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Figure 3.2:  Some are more equal than others 
(Per capita revenues after DAU, 2001, and central development spending, consolidated province, Rp.) 
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Note:  the numbers for consolidated province are aggregates of the local level and the provincial level government 
within the same province. 
Source:  SIKD, authors’ calculation.   

 
only Rp. 13 trillion out of the total 2001 
development budget of Rp. 44 trillion could be 
identified per region,82 this central spending makes 
up 20 percent of total consolidated provincial 
revenues (Annex 6 and Statistical Appendix 4).  
For a rich region such as East Kalimantan, the 
central allocation is some Rp. 250,000 per capita, 
small change for a region that rakes in Rp. 2.6 
million per capita.  But the amount is more than 
the total general grant allocation to the poorest 
province, Banten (Figure 3.2).  Given their size, 
the distributional effects of central spending 
deserve more attention  than they currently get, 
especially if the center continues to spend on local 
tasks. 

                                                   
82 The regional distribution is derived from treasury data 

(DIPs).  Some of these have regional identification codes at 
the province, but many departmental projects have no such 
code, and therefore the geographical distribution of that 
spending remains unknown. 

Two causes of inequality stand out: (i) the large 
variation in own fiscal capacity among Indonesia’s 
regions; and (ii) the imperfections in the 
equalization mechanism of the DAU. 
 
Own fiscal capacity-own revenues and shared 
revenues combined—among the regions varies 
widely.  Much of the variation is due to revenues 
from natural resource sharing, but not all.  In fact, 
the distribution of all shared taxes is more unequal 
than that of own revenues (Table 3.5).  The land 
transfer tax is even slightly more unequally 
distributed than natural resource revenues, as 
measured by the Gini coefficient of per capita 
revenues.  The land and building tax shares are 
distributed more equally by that measure, partially 
because some 6.5 percent of the revenues of that 
tax is distributed equally among all local 
governments. 
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Table 3.6:  Regression analysis on the per capita DAU 
distribution 2001 and 2002 for local governments 

 2001 2002 
 (i) (ii) (iii) (iv) 

Dependent 
 

Independent 

DAU  
distribution 

DAU 
Formula 

part 

DAU PC 
distribution 

DAU PC 
Formula 

part 
Own Fiscal 
Capacity 

0.079** 
(4.28) 

0.076** 
(2.56) 

0.008 (0.56) -0.340**  
(-11.58) 

Population -0.503** 
(-24.91) 

-0.399** 
(-14.02) 

-0.593** (-
38.26) 

-0.843**  
(-29.91) 

Area 0.071** 
(4.38) 

0.320** 
(14.28) 

0.079** 
(6.40) 

0.196** 
(8.99) 

Poverty 0.112** 
(5.96) 

0.274** 
(10.04) 

0.088** 
(6.13) 

0.157** 
(6.23) 

City/Kota 0.778** 
(3.69) 

3.794** 
(12.96) 

0.950** 
(5.87) 

2.465** 
(8.69) 

Constant 2.999** 
(10.02) 

-3.938** (-
9.37) 

3.936** 
(17.13) 

2.755** 
(6.95) 

R2 0.802 0.778 0.885 0.795 
N 336 291* 336 324* 

Note: **=significant at the 5 percent level; dependent variable in per 
capita terms.  
Source:  Annex 7. 

 

Figure 3.3:  Equalizing? 
(Own Fiscal Capacity and DAU per capita, Rp., 2001) 
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Source:  MoF SIKD, Staff Estimates. 
 

Equalizing properties of the DAU83 
The DAU aims to reduce fiscal disparities 
among the regions.  Yet, at first sight, the 
equalization properties of the grant seem limited.  
In fact, in 2001 and 2002 there was a positive 
correlation between the per capita DAU 
allocation and own fiscal capacity as 
measured by own and shared revenues 
(Figure 3.3 and Table 3.6).  For 2001, 
even the formula part of the allocation 
was positively correlated with own 
fiscal capacity, largely because the latter 
did not include natural resource 
revenues.  As far as the expenditure 
needs variables are concerned, the per 
capita DAU distribution shows a 
strongly negative correlation with 
population.  This may reflect cost 
efficiencies in service delivery—or 
diseconomies of scale in smaller 
regions.   The DAU does allocate more 
money per capita for those regions with 
more poor people, and cities also 
receive more DAU per capita than 
regencies.  Annex 7 shows that the 
DAU distribution in both 2001 and 2002 
has, as expected, a strong positive 
correlation with the wage bill. 
 

                                                   
83 For more detail on this issue see Lewis (2001a) and 

Hofman, Kadjatmiko, and Kaiser (2002). 

There are several reasons for the positive 
correlation of revenue capacity and DAU 
allocation.  The first is the base amount, which, 
as discussed above, intended to hold regions 
harmless during the 2001 decentralization.  The 
DAU allocation therefore became strongly 
correlated with past distribution of grants, which 
apparently were not very equal either.  It also 
favored the resource rich regions, because the 
old INPRES system was implicitly 
compensating these regions for the revenues that 
the center received exclusively.  Moreover, the 
DAU formula in 2001 did not include the shared 
revenues due to lack of data, and therefore did 
not “tax” those regions that received them.   
Fortunately, the 2002 formula was better, and 
column (iv) of Table 3.6 shows a negative 
correlation of fiscal capacity and DAU.  
However, holding the regions harmless 
compared to the 2001 allocation, combined with 
the lower base amount, still implied a positive 
correlation between fiscal capacity and overall 
DAU distribution. 
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Table 3.7:  Cumulative Variation in Revenue Per Capita 
FY2001 

  
Coefficient of 

Variation 

Standard 
Deviation of 
Logarithms 

 
Gini 

Coefficient 

Own Source Revenues 3.22 0.87 0.63 
+ Shared Taxes (SXT) 2.55 0.91 0.58 
+ Natural Resource 
Revenue s (SDA) 

2.66 1.34 0.77 

DAU   0.820 0.587 0.350 
DAU + contingency 0.797 0.583 0.345 

Source:  Results are for 336 local governments, using DAU 2001 simulation data 
received from Ministry of Finance. 

 

 
Despite the positive correlation with 
own fiscal capacity, the DAU still 
equalizes in a specific sense of the 
word.  The variation in total revenue 
per capita as measured by Gini 
coefficient or coefficient of 
variation is reduced by the DAU 
(Table 3.7).  The reason for this is 
that regions with high own fiscal 
capacity do receive less DAU as a 
proportion of that own fiscal 
capacity even though in absolute 
amounts they may receive more 
than regions with low own fiscal 
capacity.  The distribution measures 
of revenues after DAU were the key focus of the 
team that designed the DAU formula. However, in 
themselves they say little whether equalization 
occurred, and whether enough of it occurred.  To 
assess the degree of equalization, the expenditure 
needs side must also be taken into account.  
Moreover, although the distribution measure may 
fall due to the DAU allocation, one needs to have a 
norm to assess whether the distribution achieved is 
acceptable.  Such norms do not follow from Law 
25/1999 or its implementing regulations.  In fact, 
they were never explicitly debated in the political 
arena.  

How to Treat Natural Resource Revenues 
The distribution of the natural resource revenue 
shares is contributing most to the inequality of 
Indonesia’s fiscal system.  Because of the hold 
harmless and the formula that counts only 75 
percent of the natural resource revenues in fiscal 
capacity, the revenues are not “taxed away” 
through the DAU.  The question is whether they 
should.  If they are fully taxed away through the 
equalization grant—i.e. treated as any ordinary 
revenue capacity—there is little reason to continue 
revenue sharing.  But if natural resource revenues 
are shared for special reasons such as 
environmental damage, or compensation for past 
damage, then they should be treated specially.  In 
fact, the special, higher shares of the resource 
revenues granted to Papua and Aceh starting 2002 
are treated separately from other revenues, and are 
not counted as fiscal capacity. 
 

Removing natural resource sharing from the DAU 
formula would make the fiscal system less equal.  
The decisions on how to treat natural resources 
should go therefore hand in hand with a debate on 
the acceptable level of inequality.  If the resulting 
higher inequality is deemed unacceptable, the 
government could decide to reduce the natural 
resource share percentages from their current 
levels at the time that revenue sharing is removed 
from the DAU formula. 
 
Sharing with whom?  There is a second issue of 
equalization with the sharing of natural resources.  
Should the resources be shared only with the 
current generation, or should they be shared with 
future generations as well?  This is an acute 
question for Aceh, which on current trends is likely 
to only enjoy natural resources for about a decade 
or so.  It is also an issue for Papua, which beyond 
2006 will receive very high revenues from a gas 
field currently under development.  Some regions 
and countries, including Alberta, Alaska, Norway, 
and Chile have set up a heritage fund to address 
the issue of future generations.  Such a fund—
basically an investment fund financed with part of 
the natural resource revenues—could, if well 
managed, spread out the benefits over future 
generations.  It could also make sense from a 
macro-economic perspective, as it would help 
reduce the Dutch  Disease effects normally 
associated with natural resource booms.  
 
Other countries have decided that managing such a 
heritage fund is too complex, or too tempting for 
politicians.  Alternative ways of “sharing” with 
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future generations is by means of investment, for 
instance in infrastructure and education.  In fact, 
the special autonomy laws for Papua and Aceh 
include a requirement that the additional revenue 
sharing should for at least 20 percent be devoted to 
education.84 
 
Should the center transfer more?  Whether more  
resources should be transferred to the region 
remains to be seen.  First, several areas of the 
central government’s own responsibility have been 
chronically under-funded, most notably operations 
and maintenance.  Second, the central government 
is aiming for a zero budget deficit by FY2004,85 
and achieving this goal is likely to absorb some of 
the savings and additional revenues mobilized 
(although the development budget could suffer, if 
the government did so overenthusiastically).  
Third, local governments may not be ready to 
absorb additional spending at this time, as they 
have just almost doubled their levels of spending, 
and their local planning, budgeting and financial 
management systems may already be stretched 
(Chapter 4). 
 
If government decides to devolve more resources 
to the regions, it has several means of doing so. It 
could increase the 25 percent share of general 
revenues that the regions receive through the DAU.  
It could instead opt for establishing a special 
allocation grant (DAK) for purposes close to the 
center’s heart but in sectors that the regions 
administer.  It could also pass on more funds to the 
regions as loans. And finally, it could give the 
regions more authority to levy taxes.  The choice 
of instrument depends on the extent of control the 
government wants to retain.  After the center’s 
own deconcentrated spending, a special grant gives 
most control, and would allow financing of the 
central government’s priorities at the local level.  
Increasing the revenue share for the DAU at this 
point in time would further increase the regions 
resources without much control by the center.  
With the general grant already making up much of 
local revenues, this seems less desirable.  

                                                   
84 This clause is overtaken by the fourth constitutional 

amendment which requires for each level of government. 
85 See Law 25/2000 on the National Development Plan, the 

propenas. 

However, devolving more taxing power to the 
regions seems an attractive option. 

Creating a Local Tax System 
Historically Indonesia has had one of the most 
centralized tax systems in the world (Chapter 1, 
Table 1.1).  While the regional share in spending 
rose sharply, the recent fiscal decentralization 
actually increased regional fiscal dependence as 
measured by the share of own revenues (PAD) in 
total revenues.  High dependence on central grants 
does not bode well for the governance of that 
money:  international evidence suggests that this 
high degree of dependence is inversely associated 
with governance outcomes.86  These findings 
suggest that sub-national governments are more 
careful with the money derived from taxing their 
own constituents, compared to that received as a 
“gift” from the central government. 
 
Law 34/2000 on regional taxes should have 
addressed the issue by allowing the regions to 
make use of a larger tax base.  In addition to 
providing a list of specified taxes for provincial 
and local government, the law allows regions to 
issue their own tax regulations, as long as they 
abide by certain principles.  This is far more liberal 
than Law 18/1997 which only allowed a limited 
number of taxes specified in the law, with high 
hurdles on additional taxes.  These principles are 
sound (Box 3.3), but supervising them has turned 
out to be problematic—not least because the law 
has tight deadlines for central government to meet 
if it wants to cancel a local tax. 
 
An added complication is the way supervision is 
done.  As part of repressive supervision, Law 
22/1999, Art. 114 and Government Regulation 
20/2001 give the Minister of Home Affairs the 
authority to cancel regional regulations, including 
those on regional taxes.  Up until now, the Minister 
has been hesitant to invoke these powers, not least 
because regional governments by law have the 
right to appeal this decision at the Supreme Court.  
As a result, there has been little to check regional 
government’s creativity in taxation, and although 
the damage still remains limited, some 120 out of 
the more than 2,000 regulations on local taxes and 
                                                   
86 de Melo, Luiz and Matias Barenstrein (2001). 
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Box 3.4:  The regions tax, the center pays 

One unintended consequence of the surge in regional 
taxes is a loss in revenues at the center.  Regional taxes 
and levies for enterprises are a normal business expense 
that they can deduct from their corporate income tax.  
Thus, the center is paying regional taxes through  lower 
central tax revenues.  This can add up: for a normal 
corporation, the marginal tax rate is 35 percent.  Thus 
the center pays up to a third.  But for some oil 
companies, the Government’s take is 90 percent of 
revenues after costs.  Thus, if the region taxes, the center 
takes most of the burden. 

Box 3.3:  Criteria for Regional Taxes 
According to Law 34/2000, regional taxes should: 
o Have the character of a tax, not a levy 
o Have tax objects to be found in the region, with little 

mobility outside the region 
o Not conflict with the public interest 
o Not tax the same item as national or provincial taxes 
o Have adequate revenue potential 
o Have adequate potential 
o Not have adverse economic impact 
o Be fair and take into account citizens’ ability to pay 
o Be environmentally sustainable 

Source:  Law 34/2000. 

charges have been found to be in conflict with the 
law.87  Among them are taxes on the “import” of 
goats in Bogor Regency, and an advertisement tax 
on Coca-Cola bottles in Lampung province.  
 
There are probably many more regional regulations 
conflicting with the law.  First, in early June, 2002, 
over 700 regional regulations on revenues were not 
yet reviewed, indicating that the government had 
most likely exceeded the 30 day statutory limit for 
reviewing the regulations.  Second, the supervision 
system does not ensure that all regulations issued 
will actually be submitted for review, and regions 
seem to have little incentive to report given the 
lack of sanctions for non-compliance.  Third, 
stories abound of illegally levied charges and fees 
which are not based on any regulation—registered 
or not.  Improved supervision by the center is part 
of the solution, as is giving more rights to citizens 
and businesses to sue their local government in 
court (Chapter 2).  But the temptation to raise more 
revenues remains high.88 
 
Expanding regional taxing power.  A more 
fundamental solution to the “revenue hunger” of 
the regions is likely to include increasing both 
regional tax bases and the discretion regions have 
over rates.  One of the problems with Law 34/2000 
is that it devolves few productive taxes to the 
regions.  In particular the land and building tax, a 
tax many countries consider as most suited for 

                                                   
87 Mark Rider (2003). 
88 One temptation undoubtedly stems from the regulations that 

ties the emoluments for members of regional Parliaments to 
the own revenues raised by the region. 

regional governments,89 remains a central tax in 
Indonesia, even though most of the revenues are 
shared with the regions.  The center determines the 
rate and the base, and shares over 90 percent of 
receipts with the regions, mostly on a derivation 
basis.  The 9 percent of revenues that center 
receives is considered a fee for collecting the tax.90  
This fee, and the central tax administration’s fear 
of massive job reallocation to the regions, are the 
main reasons why the tax is not yet decentralized.  
Devolving the authority for setting property tax 
rates alone to the regions (perhaps within 
boundaries set by the center) would therefore be 
desirable.  Other options for local taxes include 
replacing the 20 percent revenue sharing of the 
personal income tax with a system of regional 
surcharge (Opsen).  A further option could be to 
introduce a regional business tax.  In fact, 
Indonesia already has one-but for hotel and 
restaurants only.91 
 
In addition to new tax authority for the regions, the 
Government could raise the centrally set limits on 
existing regional taxes.92  The maximum rates 
prescribed by Law 34 for the local taxes are quite 
limited, and allow too little variation across the 
country.  For instance, the hotel and restaurant tax 
is limited to 10 percent, and almost everywhere in 

                                                   
89 Bird and Slack (2002) estimate that across the developing 

world, property taxes represent 40 percent of subnational 
tax revenue. 

90 This fee is shared with deconcentrated tax offices and local 
government tax collection offices.  See Blane Lewis 
(2002b). 

91 Roy Bahl (2002). 
92 Mark Rider (2002). 
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Box 3.5:  High Spending 

The East Java Governor seemed to have found a way to avoid the increasing traffic jams of Surabaya 
by helicopter.  A former governor had already tabled a similar proposal in the past, but at that time it 
was shot down by Jakarta.  Not this time.  In fact, it was not even the governor himself that made the 
proposal, but the provincial parliament (DPRD).  DPRD member Edy Wahyudi considered this 
highflying proposal as perfectly appropriate: with a helicopter at his disposal, the Governor could 
visit his subjects more frequently.  Of course, as another DPRD member explained, DPRD members 
could also use the helicopter.  To be fair to the Governor, he is against the proposal, but of course, 
the DPRD has the right to amend the budget he proposes. 
 
Mobility appears to be an obsession for DPRD members in other regions as well.  Take Jakarta.  The 
DPRD voted in FY2001 a sum of Rp.75 million per councilor to finance their car.  But on top of 
that, 31 of them received a Toyota Land Cruiser or a Toyota Corona from the government, paid for 
by a carry-over from the FY2000 budget.  Conveniently, the delivery of the cars took place just 
before the accountability speech of the Governor.  And of course, whether helicopter or off-the-road, 
all booked as development spending, under “transport.” 

Source:  Tempo, 5 March 2001 and 3 December 2001. 

Indonesia this rate is indeed charged.  But if 
allowed, regions such as Bali or Jakarta would be 
able to charge more, and appropriate some of the 
rents that a top tourist location or a capital city can 
extract. 
 
In exchange for more tax discretion and a broader 
tax base, the list of taxes that the regions can 
charge should be limited, not least because the 
central government has for now no effective means 
of monitoring regional taxes, and legal protection 
for citizens is still limited.  Clarity on what can be 
taxed by local governments would increase legal 
certainty for citizens, and would remove the 
bureaucratic discretion at the center whether to 
cancel or not. 
 
Finally, the central government could decide to 
expand local taxing power at the expense of the 
province.  If the key objective of devolving more 
taxes is local accountability-as it should be, given 
that the DAU will remain the largest revenue 
source for most regions-it is the expenditure 
assignment and degree of autonomy that should 
determine who gets authority over locally raised 
taxes.  From this perspective, expanding the local 
tax base is to be preferred over expanding the 
provincial tax base.  The province as an 
autonomous region has only limited tasks, whereas 
most autonomy is vested in local governments.  In 
fact, beyond new taxes, and more discretion on 
existing taxes, the government could even consider 
reallocating existing provincial taxes such as the 

vehicle tax and vehicle registration tax to the local 
governments.  In return, the provinces would have 
to receive a larger share of the DAU. 
 
The trouble with expanding the local taxing power 
is inequality.  Those taxes that are most lucrative 
from a revenue point of view, including property 
taxes and payroll taxes, are also less desirable from 
an equalization perspective93.  Thus, from an 
equity point of view, devolving more taxes would 
require a more equalizing DAU. 

Accident in the Waiting 
The regions have significant borrowing capacity.  
Government Regulation 107/2000 prescribes three 
limits on regional borrowing: debt to revenues 
(”net of necessary spending”) should not exceed 75 
percent, short term debt should be no more than 16 
percent of revenues, and debt service is not to 
exceed 40 percent of revenues.  With the increase 
in revenues in the regions, these limits could add 
up to some Rp. 45-50 trillion, some 3 percent of 
GDP, or $5-5.5 billion.94  Compared to the existing 
central government debt of some Rp. 1,200 trillion, 
                                                   
 
94 The FY2001 budget data was used to calculate the debt limit 

for each of the 348 local governments and 30 provinces in 
the database based on both criteria.  The lower of the two 
outcomes for each region was taken and summed up across 
regions.  The result is a range, as the exact outcome depends 
on the interpretation of “necessary spending,” and the 
assumed profile of repayments of the loans. 
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this seems small.  But if this limit is borrowed up 
in a short period of time, local borrowing could 
indeed derail macroeconomic management.  
Moreover, as argued before, over time more 
revenues are expected to be devolved to the 
regions, and thus potential problems will grow.  
Furthermore, with some regions relying for part of 
their revenues on natural resources, the revenue 
base is likely to be volatile, increasing the risk that 
regions will break the regulatory limits. 
 
For now, the regions hardly borrow.  The 
borrowing that does occur on their budgets are 
disbursements on loans acquired before 1 January 
2001.  The reason for this is a ministerial decree 
that bans regional borrowing, except through the 
center.  The safety measure was introduced at the 
last moment before decentralization took off 
(Chapter 1).  The measure sits uneasy with the law 
which imposes few restrictions on borrowing, 
except for limits based on total debt and debt 
service, and on the use of loan receipts. 
Government Regulation 107/2000 adds to those 
restrictions by introducing a general clause that 
allows the Minister of Finance to restrict 
borrowing if “general economic conditions” 
prescribe it.  It was on that basis that the decree to 
limit regional borrowing was issued, and extended 
for 2002.  In light of international experience with 
regional borrowing,95 and the fragile 
macroeconomic conditions in Indonesia, the 
ministerial decree was a prudent step, and the 
restrictions should remain in place until a more 
solid framework for regional borrowing is in place, 
and the regional financial information system is 
better equipped to monitor regional finances. 
  
Non-credible threats.  Part of a more solid 
framework for regional borrowing are work-out 
procedures in case of regional default.  Indonesia’s 
central government does not provide an explicit 
guarantee on regional borrowing.  In fact the law 
does not even mention on-lending of foreign loan 
proceeds to the regions, and foreign lenders are to 
directly deal with the regions, and take the credit 
risk involved.  None of Indonesia’s three key 
creditors (World Bank, ADB, and JICA) can lend 
under these conditions, and meanwhile the 
                                                   
95 See for instance Teresa Ter-Minassian (1996). 

Government has softened up the conditions 
through Government Regulation 107/2000.  A 
recent Ministry of Finance Decree (KMK 35/2003) 
lays down conditions for on-lending to the regions, 
but the details still need to be worked out. It can be 
expected that at some point regions will start to 
borrow on a larger scale than is currently the case, 
first through the center, but if conditions are right, 
from other sources as well.  And some will not be 
able to repay.  The law and regulations are nearly 
silent on how to handle such a situation of default.  
Only for loans received from the center does the 
law specify that the general grant can be 
intercepted to cover debt service due to the center.  
The question is whether this is a credible 
arrangement-especially if some of the larger 
regions go into arrears at the same time.  In the 
absence of some form of work-out or bankruptcy 
regulation, such default is likely to be messy, and 
politically difficult to handle.  In the end, the 
center could well end up paying the bill for the 
regions.  Until there is a credible threat for 
defaulters in the law or the regulations, the current 
limits on regional borrowing should remain.96 
 
Old debts.  Past experience with local borrowing in 
Indonesia is not a good one.  The regional 
development funds administered by the Ministry of 
Finance, the Regional Development Account 
(RDA) and Central Government Investment Funds 
(RDI) show significant amounts of arrears97 largely 
due to unwillingness to pay rather than capacity to 
pay.98  All but three of the regional development 
banks (BPDs) which lend to regional governments 
either on behalf of the center or on their own 
account had to be recapitalized to the tune of some 
10 trillion after the financial crisis broke in 1997. 

                                                   
96 Recent literature stresses the importance of hard budget 

constraints, in the absence of which sub-national debt can 
lead to macroeconomic instability. See Rodden, Eskeland & 
Litvack (2003). 

97 Although the exact amount of arrears is not known, recent 
data from the Ministry of Finance suggests that over 50 
percent of the loans are in arrears, for a total of 
approximately Rp. 1.8 trillion out of Rp. 5.7 trillion 
outstanding.  

98 Lewis’ analysis shows that repayment rates (or arrears) 
have no correlation with objective indicators of fiscal 
capacity.  See Blane Lewis (2001b).  Rob Varley (2001) 
also identifies management and governance issues in MoF 
related to the RDA. 
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Many of the troubles with the RDA and RDI goes 
beyond management of the fund: the regions 
borrowed the money to on-lend it to regional 
enterprises, for water in particular.  At the same 
time, the central government still controlled the 
water tariffs.  When inflation surged in 1998 and 
the center left the tariffs unchanged, many of the 
water companies were unable to repay local 
government.  In turn, the local governments 
blamed the center for not increasing the tariffs, and 
refused to pay back the loans.  For the regional 
development banks, the story is much like other 
banks that ran into trouble: they had attracted 
deposits short term to lend long term at fixed rates 
to local governments.  When interest rates surged, 
they became victim of the “negative spread,” and 
rapidly accumulated losses.  In the end, some 22 
out of 27 of these banks had to be recapitalized. 

How they spend it? 
How do the regions spend their resources?  As 
already observed, roughly half of the regions’ 
spending is on the wage bill, slightly more (45 
percent) at the local level (Table 3.8).99  Although 
this is high, the often-heard argument that the 
regions spend mostly on “bureaucrats” and have 
too few resources for “services to the people,” 
seems to be exaggerated.  It is a misconception that 
only development spending can be considered as 
service delivery: as the civil service numbers in 
Chapter 2 suggests, some 70 percent of the wage 
bill is paid to teachers and health workers, civil 
servants that provide direct services to the people.  
Moreover, regional governments are doing better 
than the center as far as development spending as a 
share of total spending is concerned: they spend 28 
percent whereas the center spends only 21 percent.  
Nevertheless, some regions do have an excessive 
wage bill, and APKASI, the organization of heads 
of regencies, identified the regions with more than 
65 percent of their spending on wages as 
“problem” regions.  About 20 percent of the local 
                                                   
99The analysis is based on numbers in the regional fiscal 

information system of MoF.  This information system-
dubbed SIKD contains two databases: one is the central 
database for simulation of the DAU; and the other is a 
database of regional budgets and final accounts.  As of 6 
June 2002, about one third of local governments had 
submitted final account numbers over 2001.  None of the 
provinces had done so yet. 

governments falls into that category.100  Other 
routine spending takes up some 25 percent of total 
spending, leaving close to 30 percent for 
development spending.  As observed before, this 
level of development spending by the regions is a 
strong increase from before decentralization. 
 
More on social.  Besides increasing the allocation 
for development spending, the regions have 
significantly shifted its composition as well.  
Fortunately, this seems to be benefiting social 
spending such as health and education in particular 
(Figure 3.4).   Local governments overall increased 
the share of the development budget allocated to 
these sectors from 12 to 17 percent of total 
spending.  Transport also gained significantly, and 
remains the sector that attracts the highest share of 
the local development budget.  This may, however, 
not always be a good sign (Box 3.5). 
 
The low allocation of development subsidies to 
other levels of government is of concern.  The 
66,000 villages in Indonesia used to receive each a 
grant of Rp. 20 million per annum from central 
government to cover development spending in 
their communities.  With decentralization, this 
responsibility to transfer was devolved to the local 
level.  However, the 2001 allocation of Rp. 54 
billion is less than 5 percent of the money needed 
to maintain a level of transfer of Rp. 20 million per 
village.  One of the reasons for this low allocation 
was (according to the authorities in East Lombok) 
that there were no regulations on this transfer to 
the village yet, and thus the local governments did 
not know how to do this.  But the low allocation 
could also reflect reluctance of the kabupaten to 
cede its money to the village.  On the other hand, 
cities such as Sukabumi have not waited for the 
regulations, and the city government decided to 
allocate a development grant of Rp. 50 million to 
each of its city districts for 2002. 
 
Preliminary outcomes FY2001.  Budgets are only 
budgets, but early indications are that development 
spending held up well during the year.  For a 
sample of 119 out of 336 local governments that 
submitted final account numbers to MoF by end-
June 2002, the data show that development 
                                                   
100Maurice Gervais (2002). 
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Table 3.8:  Own Account Spending Per Level of Government 
(2002 budget, Rupiah trillion) 

 

 
Central 

(1) 

 
Province 

 (2) 

 
Local Gov't  

(3) 

Regional 
government  

(2+3 ) 

Total Own Account Spending 
 

246.2 
 

30.8 
 

90.8 121.6 
 Current Expenditures  194.0 16.9 60.3 77.2 

1. Personnel Expenditures 41.3 7.3 43.6 50.9 
2. Other Current 152.7 9.6 16.7 24.6 

      
.Development Expenditures  52.3 13.90 29.5 33.5 

Source: Table A-3.  Own account spending is net of transfers to other levels.  Regional spending estimated 
from accounts of 16 provinces and 267 local government budgets scaled up with estimated total revenues for 
the provincial and local governments. 

 
spending was 94 percent of the budgeted amounts.  
Moreover, there were no large shifts in sectoral 
allocation between budget and preliminary 
outcomes, suggesting that what the DPRD 
approved actually was implemented.101   
 
Directions for Reforms 
Indonesia’s decentralization has greatly increased 
the regions’ importance in fiscal policy.  Regional 
spending rose from an estimated 17 percent of all 
government spending in 2000 to over 30 percent in 
2001.  Over time, the regional share in spending is 
likely to rise, making Indonesia one of the most 
decentralized countries in the world.  This large 
degree of decentralization requires a sound 
intergovernmental fiscal system to ensure efficient 
service delivery, macroeconomic stability, local 
accountability, and an alignment of local spending 
with national priorities. 
 
The current intergovernmental fiscal system has 
several strong features that should be maintained: 
 
o It funds most of the expenditure 

responsibilities of the regions during a difficult 
transition. 

o It introduces the desirable notion of 
expenditure needs and revenue capacity in the 
equalization grant. 

                                                   
101 These data are yet to be checked, and are subject to change 

at this point.  We, therefore, do not publish them here. 

o It gives the regions the flexibility to tax, which 
potentially enhances accountability.  

o It comprises an information system to monitor 
regional finances. 

 
At the same time, the intergovernmental fiscal 
system could be improved.  Large inequalities 
among the region, a high fiscal dependency, and 
few instruments of the center to influence the 
regional allocation of resources need to be 
addressed.  The broad orientation of reforms is to 
have the relatively rich regions “fend for 
themselves” through a combination of locally 
raised taxes, shared taxes and commercial 
borrowing.  The poorer regions are to get support 
through DAU, DAK, and access to well-managed 
central lending and on-lending facilities to enable 
them to provide similar quality services at similar 
local tax rates throughout Indonesia. 
 
Improving the intergovernmental fiscal system in 
this direction requires, among others: 
 
o Moving to a more equalizing DAU by phasing 

out the transitional elements of base amount 
and “hold harmless” in the allocation. 

o Restricting local taxes to a closed list over 
which the regions have tax rate autonomy—
possibly within centrally set limits.  The 
Ministry of Finance is best placed to review 
these local taxes. 
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Figure 3.4:  How to spend it 
(Shares of the Local Government Development Budget, 2000 and 2001 budget) 

 

 
o This closed list of taxes should include the 

land and building tax, and could include a local 
surcharge in the personal income tax and 
payroll taxes and selective business taxes. 
Expanding motor vehicle use taxation is a 
further option.  Responsibility for tax 
administration can stay as is for now. 

o Deciding on a transparent and consistent 
treatment of natural resource revenues in 
revenue sharing and in the equalization 
formula. 

o Introducing a selective system of specific 
grants-combined with an (on) lending window-
to promote the financing of national priorities 
at the local level.  A larger DAK could be 
financed from a gradual reduction in the 
center’s own development spending on 
regional functions.   

o Improving the regional financial information 
system, and ensuring timely and accurate 
reporting of regional financial information for 
monitoring purposes. 

o Reviewing regularly the results of the 
intergovernmental fiscal system, for instance 
by publishing a regular intergovernmental 
fiscal review. 

 
Improving the framework for regional borrowing 
to include the possibility of on-lending through 
central government, and complementing it with 
work-out arrangement in case of default to ensure 
fiscal prudence in the regions. 
 
In order to reduce the risk posed by the current 
regional borrowing framework, the government 
should: 
o Consider allowing borrowing for all 

government investment, not just revenue 
generating investment. 

o Establish work-out procedures for situations of 
regional default on outstanding debt.  These 
could include the central government taking 
temporary control over regional finances.   

o Develop remedial measures for situations in 
which the regions break prudential rules on 
debt and debt service. 

o Regulate regional reporting requirements on 
outstanding debt of regional governments and 
regionally owned enterprises. 

o Develop the on-lending system of donor funds 
through the center to ensure consistency of 
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national priorities, local needs, and other 
elements of the fiscal system, including DAK.   

o Consider creating a special financial 
intermediary to manage part of the onlending, 
at arm’s length from central government, and 
applying commercial principles and practices 
in their lending operations. 

 
In addition, the government should carefully 
consider the current institutional set-up for 
formulating the DAU allocation.  Law 25/1999 
calls for a Financial Balance Secretariat under the 
Regional Autonomy Advisory Board, but it is the 
Ministry of Finance (MoF) that has taken on this 
task thus far.  Moving towards an institutional 
arrangement similar to a grants commission could 
improve the transparency of the design process, 
and make the resulting distributions less 
controversial. 
 
Changing the intergovernmental system can only 
be done incrementally.  It will require changes—
often controversial ones—in numerous laws and  

regulations, not just Law 25/1999, but also Law 
34/2000, the income tax law, land and building tax 
law—at the risk of policy drift.  The change 
process and its outcome will be considerably better 
if the government has a shared vision on where the 
system is going.  One such vision could be that the 
relatively rich regions “fend for themselves” 
through a combination of locally raised taxes, 
shared taxes and commercial borrowing.  The 
poorer regions are to get support through DAU, 
DAK, and access to well-managed central lending 
and on-lending facilities to enable them to provide 
services of similar quality at similar local tax rates 
throughout Indonesia.  The future fiscal system 
should provide the regions with sufficient 
resources to perform their obligatory functions at 
the standards prescribed by the laws and 
regulations, provide strong incentives to improve 
efficiency, limit moral hazard, and reinforce local 
accountability of regional governments.  A White 
Paper on the intergovernmental fiscal system for 
discussion with Cabinet, Parliament, and the 
regions could be a vehicle to create such a vision. 
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CHAPTER 4:  THE PLUMBING: PLANNING, BUDGETING, AND 
FINANCIAL MANAGEMENT 

 
Planning, budgeting and financial management are key to efficiency, accountability and 
transparency at the local level.  Indonesia’s regions have an abundance of planning, but 
the link to the budget remains weak, and coordination with the center’s planning and 
budgeting largely absent.  Furthermore, while some regions show promising beginnings, 
public participation in planning and budgeting remains an issue.  There are numerous 
financial controls in budget implementation, but procurement processes are still weak, and 
currently no external audit is operational.  To ensure better matching of local preferences 
and budget spending, local governments need to embark on major budget reforms.  The 
center should guide this, ensure that common standards are met, and that timely, accurate, 
and comparable budget information is available to all. 
 

 
Planning.102 
Indonesia has a strong tradition of planning.  Ever 
since the first repelita (5 year plan) was published 
in 1967, the country went through a 5-year 
planning cycle.  The plan decided on much of the 
development spending, whether central or local.  It 
was also seen as a process that was dominated by 
the center, heavily top-down, and a key control 
mechanism of central government to direct scarce 
resources in the regions with little regard for local 
priorities. 
 
Decentralization did not do away with planning.  
In fact, it has added a number of instruments for 
planning, including the polda, the renstra, and the 
repetada (Table 4.1:  for an explanation of the 
main terms).  The polda is a broad statement of 
objectives for the kabupaten, and includes a 
statement of vision and mission for the regional 
government . The planning processes are aimed at 
achieving the objectives of the polda.   Although 
participation of civil society and the village level  
has much increased,103 the process is still much 
like the repelita process of before, and can be 
thought of consisting of a top-down process and a 
bottom-up process (Figure 4.1). 
 

                                                   
102The planning and budget processes described here rely 

largely on information obtained in East Lombok and 
Sukabumi, supplemented by information on 10 cities across 
Indonesia.  

103Not least because the new regulations on planning prescribe 
this participation. 

Top-Down.  Indonesia’s highest constitutional 
body, the MPR (Consultative Assembly), issues 
broad guidelines to the government (GBHN).  
Based on the broad guidelines, central government 
prepares the propenas (national 5 year 
development program). Coordination between 
central government and regions is done in a 
national coordination meeting organized by 
Bappenas, the planning agency, and attended by 
sector ministries, and provincial and local planning 
agencies. 
 
This took place in the fall of 2000.  For the annual 
plans—a relatively new phenomenon—this 
normally takes place in the spring of the year 
preceding the year covered by the plan.  Regional 
governments (provinces, kabupatens, and kotas) 
each prepare and develop propedas (regional 5 
year development plans), which are supposed to be 
based on the regional interpretation of the goals in 
the national 5-year plan.  Propenas and propeda 
are not rolling plans, and are prepared only once 
every 5 years, the current ones for 2000-2004.  As 
with the polda, they do not specify outputs or 
outcomes, nor do the plans have links to the budget 
beyond a broad definition of development 
programs, and the reports serve largely as a broad 
statement of objective. 
 
 



Decentralizing Indonesia 

 

48 

Figure 4.1: Top-Down…. 
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Table 4.1:  Key Planning and Budgeting Documents 
Policy document Legal form Function  

GBHN, Broad guidelines to 
Government  

Decision (TAP) of  
the MPR, higher 
status than a Law. 

Every five years, the MPR prepares policy guidelines to 
direct the President, in the same meeting in which it 
elects the President 

Propenas (Program Pembangunan 
Nasional), 5 year national 
development plan 

Law The Propenas defines cross-sectoral and priority policies 
that government needs to fulfill the GBHN.  It forms the 
basis for advice to ministers and regions to develop and 
integrate their policy documents and programs. 

Repeta (Rencana Pembangunan 
Tahunan), annual development 
plan. 

Law in 2000, not 
in 2001 

The annual development plan defines priorities for the 
development budget, which is part of the annual budget. 

Renstra (Rencana Strategis), 
strategic plans of central 
government agencies 

Ministerial decrees Strategic plans of central and local agencies, based on 
INPRES 7/1999 on public sector performance 
management. 

Polda (Pola Dasar Pembangunan 
Daerah), Basic policies of regional 
development) 

Local Regulation 
(Perda) 

Broadly defines development policies for the region 

Propeda, regional development 
program 

Local Regulation 
(Perda) 

Development policies to suit local needs and capacities, 
in compliance with national law, including the Propenas. 

Regional Renstra Decrees of Head 
of Region, and 

Heads of Dinasses 

Strategic plan of regional head and agencies, defining 
visions, missions and programs. PP 108 prescribes this 
instrument for the head of region, and it is the basis for 
the head’s accountability speech. 

Repetada (Rencana Pembangunan 
Tahunan Daerah), annual 
development plan 

Local Regulations 
(Perda) 

Each region will develop an annual development plan 
based on the Renstra and review of evolving needs 

APBD, regional budget Local Regulations 
(PERDA) 

Performance budget as per Government Regulation 
105/2000. 

Source:  Mission interviews and Report of the Indonesia Decentralization Assessment and Activity Identification   
mission, AUSAID, November 2001. 

 
Based on propeda, each local government bureau 
(dinas and badan) prepares and develops a 
rencana strategis (renstra) as a strategic plan with 
a 3 year time horizon.  The renstra is aimed at 
establishing accountability for the heads of the 
regions and the heads of the bureaus.104  The report 
includes some performance indicators, although 
they are not quantified.  Based on the renstra, the 
repetada (annual plan) is developed. The repetada 
is the only planning document that has a linkage 

                                                   
104Government Regulation 108/2000 on the accountability of 

the head of region calls for this. 

with the regions’ APBD—the budget.  However, 
the repetada does not include planned budget 
allocations, but is rather a listing of the programs 
that are to be funded in the budget.  In some 
regions, such as Sukabumi, the planning process 
seemed highly participatory (Box 4.1).  In others, 
the government went through the motions—in part 
because bylaw participation is a must. 

Bottom-Up.  Top-down planning is mirrored by a 
bottom up process starting from the village level 
and below.  Each sub-village (dusun) develops a 
planning program in a Sub-village development 
meeting (musbangdus).  This process then feeds 
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Box 4.1:  Participatory Planning in Sukabumi 
 

Shortly after the current mayor took office three years ago, the city of Sukabumi undertook a public, 
consultative process to establish the city’s vision and mission so as to provide a framework for the 
general development strategy.  This process reportedly included active participation from civil society 
and the private sector, in addition to the local government and legislature.  The resulting choice of 
vision and mission which was incorporated into the guiding principles of their propeda (medium-term 
regional development plan) and repetada (annual implementation plan) was based mainly on enhancing 
their established role in the region:  Kota Sukabumi will strive to be the premier center of health, 
education and trade for its own residents and for the surrounding area.  As it began the decentralization 
process, Kota Sukabumi also chose to participate in an UNDP-sponsored pilot project designed to assist 
local cities in improving their overall governance.  Project BUILD divides its work between the 
executive branch, the local legislature, and civil society, and focuses primarily on a participatory 
planning process as the main mechanism for promoting good governance and accountability among the 
parties.  The resident Urban Management Advisor (UMA) provides general advice to all the 
stakeholders and guides the planning process.  The UMA also helps to build capacity among the three 
stakeholder groups, for example, by providing training to the DPRD members, by working with the 
mayor and her staff to suggest methods to improve transparency and participation, and by providing a 
discussion forum and participatory role for civil society. 

Source:  The World Bank, Kota Sukabumi Expenditure Review. 
 

into the development of a village (desa) 
Development Plan in a village development 
meeting (musbangdes).  Based on the village 
development plans, each sub-district (kecamatan) 
develops a Kecamatan Planning Program that is 
integrated into the Kabupaten Planning Program.  
 
It is unclear how and when the top-down and 
bottom-up planning are integrated.  The link 
between national plan and the regional plan may be 
there in name (the national plan is referred to in the 
regional plans), but it is unclear who is responsible 
for ensuring the integration, or what would happen 
if a region decided to largely ignore the propenas 
in its plan. Moreover, the propenas has little or no 
fiscal consequence for the region.  Thus, central 
government cannot “steer” the regional plans 
through financial incentives. At the provincial 
level, no integration or even coordination of 
planning seems to take place between the regions.  
In a similar vein, the village planning, except for 
those projects that in the end make it in to the 
annual plan, are hardly coordinated with the 
kabupaten plan. 
 

A further weakness of the planning exercise is that 
it is largely void of considerations of affordability.  
Only the annual regional plan (repetada) takes 
fiscal considerations into account.  As in the 
repelita process before decentralization, this leads 
to much disappointment at all levels of 
government, once the fiscal headroom forces 
governments to make sharp choices, and cuts in the 
“wish-lists” of  villages, bureaus, and the district 
government as a whole.  It is telling that East 
Lombok’s budget makes reference to many 
government regulations, but not the polda, the 
propeda, or even the repetada. 
 
A third weakness of planning is its continued focus 
on the development budget and development 
projects, rather than on the budget as a whole.   
This should change over time, as regional 
governments are required to produce “performance 
budgets” according to Government Regulation 
105/2000.  Such performance is hard to imagine 
without a move to a programmatic planning and 
budgeting which integrates recurrent and 
development spending.  But only a few regions-
such as Semarang-have started preparation for 
moving in this direction. 
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Finally, there seems to be significant overlap in the 
role of some of these instruments.  In part, this 
seems to be the result from transition from the old 
to the new.  For instance, East Lombok’s polda of 
December 2000, a planning document to set the 
basic policies for the rest of the regional 
government’s term (2000-2004) was just 
completed, when new central regulations required 
a new document-the propeda.  The head of the 
planning unit admitted with a smile that they 
largely did a cut-and-paste job from the polda to 
prepare the propeda (Table 4.2). 

Budgeting 
Budgeting in the regions—as in the center—
remains largely an administrative exercise.  The 
budget committee, all civil servants, are in charge 
of the process, and the bupati and DPRD get in 
relatively late in the game.  Budget implementation 
involves a large number of checks on spending 
without much concern for results on the ground.  
Budget evaluation is hardly developed, and there is 
no independent audit of the regional government’s 
final account. 
 
The regional budget process is still guided from the 
center.  Traditionally, the central government, 
through the Ministry of Home Affairs (MoHA), 
has played a dominant role in regulating financial 
management practices in the regions. The Regional 
Financial Administration Manual, which regulates 
the preparation of regional budgets, treasury 
administration, accounting and financial reporting 
was prepared and issued by MoHA in 1980. 
Annually, MoHA issues a Ministerial Decree on 
the budget guidelines for the coming fiscal year. 
This decree covers not only the budget process, but 
also the chart of accounts to be used and 
additional/new reporting requirements for the year. 
In addition, the Ministry issues new financial 
regulations or updates to existing regulations from 
time to time. 
 
The enactment of Law 22/1999 on Regional 
Autonomy and Law 25/1999 on Fiscal Balance 
between the Central Government and the Regions, 
and the implementing regulations changed this.  
Because of the transfer of major government 
resources to the sub-national level, regional 

financial management and information has gained 
tremendously in importance for general 
government finance, macroeconomic and fiscal 
policies, and local accountability.  The laws also 
call for a major change in budgeting practice, and 
for a “performance budget” for each of the regions.  
Law 25/1999 also allows the regions to set their 
own financial management and procurement 
arrangement by regional regulation. 
 
The laws did not clearly define the roles, the 
responsibilities and relationships between the 
different levels of government (national and sub-
national), and between agencies in each level of 
government in some areas of financial 
management and reporting.  According to 
Government Regulation 105/2000, the Ministry of 
Home Affairs is still in charge of issuing 
guidelines for budgeting, and MoHA has prepared 
a new Regional Financial Administration Manual 
(Ministerial Decree 29/2002).  However, MoF has 
the authority to issue the rules and regulations for 
public sector accounting.  In addition, according to 
the State Finances Law,  MoF sets the standards 
for all financial management throughout the public 
sector. 
 

Table 4.2:  East Lombok’s Planning and 
Budget Calendar 

Approximate Date Step 

June/July Rakorbang (development planning 
coordination meeting) 

July-September Budget agencies prepare budget 
proposal 

September/October National Rakorbang meeting 

October Agency proposal to Komite 
Anggaran; budget discussions 

November Submission of budget proposal 
(RAPBD) to DPRD 

December  DPRD Approval of ABPD 

During year Budget adjustment—usually one 
month before the end of the 
budget year 

After budget year Submission of unaudited PAD 
(Perhitungan Angaran Daerah) 

Source: Mission interviews. 
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Apart from process, the central government has 
also issued regulations that determine spending on 
certain items.  Government Regulations 109 and 
110/2000 regulate the ceiling for spending on the 
head of region and the DPRD.  These regulations 
are widely ignored.105 
 
Budget Preparation.  All spending units submit 
their budget proposals to the local government’s 
budget committee (komite anggaran), which in 
East Lombok consists of the Secretary of the 
Region (sekwilda), the finance bureau, the 
bappeda, the revenue office, and the legal bureau.  
 
The budget committee reviews revenue estimates 
prior to their review of the expenditures budget.  
Information on anticipated central government 
resources (i.e. DAU, DAK, tax/non-tax sharing), 
which currently form the bulk of APBD regional 
revenues, are clearly important for the committee’s 
budget work.  If there is some uncertainty about 
projected revenues, as was the case in FY2001 
with the late announcement of transfers from the 
center, the committee will mark certain 
expenditure items as conditional upon receipt of 
the central revenues.  The uncertainty was already 
much reduced in the budget preparations for 2002, 
even though the final budget and DAU distribution 
was approved only in December.  For next year, 
the central government plans to pass its budget in 
November, leaving sufficient time to prepare the 
regional budget.  However, some uncertainty 
remains as far as the transfers from the center are 
concerned.  These—according to the Government 
Regulation 104/2000—are to be disbursed on the 
basis of actual outcomes for the central budget, and 
thus any variation in revenues will be in part 
passed on to the regions.  Without access to 
borrowing for now, the regions may face 
difficulties in absorbing any cash flow shortage 
during the year. 
 
The budget committee finalized the budget 
proposal document around October.106  The Bupati, 

                                                   
105Made Suwandi (2002). 
106The date of finalization of the budget proposal makes it 

hard to see how the circular letter of the Minister of Home 
Affairs on budget preparation, dated 17 November 2000, 
could have influenced budget preparation. 

as kabupaten chairman, then submits the Annual 
Budget Proposal (RAPBD) to the local parliament 
(DPRD).  The DPRD then has at least two months 
to scrutinize the budget proposal.  In early 
December 2000, East Lombok’s DPRD approved 
the budget, whereas the regional regulation 
formalizing the budget was approved on 1 
March.107 

Budget Implementation  
After the DPRD has authorized the budget, the 
finance bureau and each spending unit prepare the 
budget documents for the apportionment of the 
budget.  Separate warrants are issued for routine 
budget (daftar isian kegiatan, or DIK) and for the 
development budget (daftar isian proyek, or DIP).  
The documentation underlying the warrants 
include the operational guidelines (petunjuk 
operasional, or PO) and working paper (lembaran 
kerja, or LK).  The finance bureau identifies the 
budget expenditures (line item starred) for which 
funding is conditional upon availability of 
revenues from central government funding within 
the budget year. 
 
Once a warrant has been approved, each spending 
unit submits quarterly spending plans, and a 
request for payment (surat permintaan 
pembayaran, or SPP) to the finance bureau.  The 
plans are accompanied by evidence of spending 
needs (wage bill, contracts signed) and past 
spending (invoices, etc.). The plans are checked 
against the warrants by the finance bureau—and 
sometimes by the internal auditors (badan 
pengawas daerah, or bawasda).  Before a new SPP 
is approved for the next quarter, all spending is 
checked against the previous quarter SPP, and 
spending that is not in accordance with the SPP is 
deemed to be illegal, irrespective of whether such 
spending is included in the budget or in the 
warrant. Upon approval, the money is transferred 
to the bank account of the spending unit, from 
where actual payments are made. There is one 
bank account per dinas, and one per project. 

                                                   
107Peraturan Daerah Kabupaten East Lombok Nomor 3 tahun 

2001. 
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Box 4.2:  Budget Transparency 
The Government of Balikpapan has embraced the new possibilities that decentralization offers for budget 
transparency.  The region, with support from a donor agency, embarked on a new participatory budget 
process, and reported the outcome of the region’s budget widely.  In fact, in an extraordinary move, it took out 
a one-page advertisement in the local newspaper with a full report on its budget implementation.   The format 
was rather extraordinary as well, and can be broadly summarized as follows:  
 

Budget (Plan) for Balikpapan 
Revenues  Expenditures 
Assets Liabilities 
Total Total 

  
No one can complain about transparency in Balikpapan. 

Source:  KalTim Post, 13 February 2002. 

Delays in issuing warrants represent a significant 
problem to implementation. The main reasons for 
implementation delays are lack of information 
about revenues from the center in FY2001 and 
clarity of central regulation regarding decentralized 
funds.  These make it more difficult for the local 
government to achieve its development objectives. 
 
Budget adjustment.  In the first year of 
decentralization, many regional governments in 
Indonesia were forced to engage in a major budget 
adjustment.  The main cause of this adjustment 
was a centrally mandated increase in civil servant 
wages announced in July 2001, but retroactive 
until January 2001.  This wage increase came on 
top of the increases due to the change in status 
(echelon) and pay of higher level regional civil 
servants effective at the time when the regional 
bureaus were merged with the central 
deconcentrated bureaus. 
 
Procurement.  Regional procurement processes 
remain unchanged from before decentralization. 
For each procurement, a procurement committee 
appointed by the head of region is set up. These 
tender committees usually consist exclusively of 
civil servants. Upcoming tenders have to be 
published in the local newspaper. The result of the 
tender committee has to be approved by the head 
of region.  The guiding regulations—Presidential 
Decree 18/2000—allows for preference for local 
bidders, and both East Lombok and Sukabumi 
officials saw procurement as a means to support 
local contractors rather than a way to get the best 
price for the goods procured.  The regions visited 

had yet to determine their own procurement 
processes—a move which would be allowed under 
Law 25/2000 and Government Regulation 
105/2000. 
 
Accounting and Reporting.  Each budget user 
(dinas/badan) maintains its own accounting 
system. The finance bureau (bagian keuangan) 
under the regional secretary (sekretaris daerah) 
has the responsibility to keep separate accounts for 
all spending units transaction based on the 
payment request (SPP) and the payment orders 
(surat perintah pembayaran, or SP) issued by the 
kasda. Basically, the regions follow cash basis 
accounting with modification on assets registered. 
 
All units are required to submit a quarterly reports 
to the finance bureau.  These are then consolidated 
before the submission of a report to the bupati. The 
completion of the report includes the reconciliation 
of revenues between the bagian keuangan with the 
revenue unit (dinas pendapatan) and the kas 
daerah. However, it is not clear how bagian 
keuangan monitors and reconciles all unit revenues 
and expenditures.  At the end of the fiscal year, an 
unaudited financial report compiled by the bagian 
keuangan, is submitted by the bupati to the DPRD 
for further review. 
 
Central government now follows a modified cash 
basis to prepare financial reports.  Local 
governments still follow MoHA regulations to 
prepare their financial reports.  MoF has recently 
been preparing accountancy standards for central 
as well as local governments for their preparation 
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Box 4.3:  Standard Deviations 

The BPK audits of central and local governments suggest that, by and large, abuse of government money is 
the same at the central and the local level.  The level of “deviations“ was somewhat higher at the center in 
2001, and higher in the regions in 2002.  “Deviation” can imply anything from following the wrong 
procedures to outright theft.  Worrisome is the increasing trend in local government irregularities: over the 
first semester of 2001, BPK only found 7 percent of deviations at this level.  Especially the jump in 
irregularities at the provincial level is of concern.  Of equal concern is the apparent lack of follow-up on the 
audit findings, even though the BPK submits its findings to the regional legislatures.  The head of the 
Jakarta bawasda even flatly denied there was any issue at all, after BPK found some $100 million in 
spending, or 10 percent of the Jakarta city budget, to be tainted by irregularities. 

 
BPK Audit Findings  

(percentage deviations) 

 2001 Semester II 2002 Semester I 
Central 13.6 16.1* 

Routine 20.5 9.8 
Development 6.4 15.6 

Province 3.7 27.9 
Routine 1.8 8.1 
Development 5.1 30.7 

District/Cities 12.7 21.8 
Routine 13.8 21.6 
Development 11.6 22.0 

Source:  Chairperson of BPK Welcome Speech at the Presentation of the Audit Results 
for Semester II of Fiscal Year 2002, Jakarta, February 2003. 
*Total includes military, which is excluded from the sub-totals. 

 

Source:  Jakarta Post, 27 and 28 November 2001, Kompas, 9 March 2002, and GTZ Decentralization News, 22 March 2002. 

of financial reports.  However, socialization 
remains limited and training has not yet occurred 
for local staff.  MoHA has also been updating 
standards, and the full compatibility of the MoHA 
and MoF standards for FY2002 and beyond is still 
not clear. 
 
The central government requires the regions to 
submit financial reports. The budget, quarterly 
budget implementation reports, and final accounts 
are all to be submitted to the Ministry of Finance.  
For now, this is largely a paper-based system, but 
MoF is working on improving its Regional 
Financial Information System (SIKD) to allow 
submission through the internet and by diskette.  
MoF in turn publishes summary financial data on 
the internet. 
 
Budget Evaluation.  Budget evaluation seems 
hardly developed in the regions.  The report that 
comes closest to evaluating budget implementation 
on results achieved is the annual accountability 

report of the head of region to the DPRD.108  
Because the budget documentation or the renstra 
do not specify measurable targets, it is hard to 
evaluate outputs and outcomes, and the 
accountability report largely reports what the 
development budget was spent on.  In some cases, 
outcome indicators are quoted, but from the reports 
reviewed it is unclear whether these result from the 
policies pursued. 

Auditing Arrangements 
Audit arrangements at the local level still remain 
confused.  Law 25/1999 determined that the audit 
of local government budget should be done by 
“prevailing regulations.”  At that time, those 

                                                   
108For instance, the Pertanggung Jawaban Kepala Daerah 

Kabupaten Lombok Timur, Tahun Anggaran 2000, 31 
March 2001.  This report is based on Government 
Regulation 108/2000 on the accountability of the Head of 
Region and Regional Regulation No. 4/2001. 
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prevailing regulations assigned the government’s 
internal auditor (BPKP) the Supreme Audit 
Authority (BPK), the Inspectorate General of the 
Province and the Inspectorate General of Home 
Affairs a role in audit.  Since then, Presidential 
Decree 74/2001 has been issued, changing the 
audit arrangement.  The decree assigns three 
internal auditors the right to audit local 
governments’ budgets: (i) the local government’s 
bawasda; (ii) the province’s bawasda; and (iii) the 
Inspectors General of line ministries on technical 
aspect.  The Inspector General of MoHA plays the 
role of the coordinator of bawasda assignments. 
 
The bawasda prepares an audit plan (program 
kerja pemeriksaan tahunan, or PKPT) and submits 
it to the provincial bawasda for the regional 
compilation plan and to the MoHA Inspector 
General for national compilation.  The local 
bawasda may ask the provincial bawasda to 
conduct an audit assignment if it does not have 
adequate capacity and resources.  Furthermore, the 
local bawasda will ask the provincial bawasda to 
audit units under sekda.  This is due to a structural 
weakness, which places the sekda at a higher 
echelon/rank than the bawasda.  Such a difference 
in seniority will often make the lower ranks 
reluctant to perform the audit. 
 
Prior to FY2001, the regions’ bawasda audits were 
limited to the subdistrict and village level budgets. 
Based on Presidential Decree 74/2001, the 
bawasda has now expanded its audit scope to all 
regional budgets, including in theory the sekda 
office under which it falls.  In East Lombok, there 
are 142 audit objects with 2 weeks time for each 
assignment.  The bawasda largely focuses on 
compliance audits, and has yet to broach 
performance audits.  There is still plenty of room 
to increase the audit scope of bawasda in terms of 
duration and depth of the audits.  The auditor has 
also yet to audit the whole kabupaten’s financial 
report, or conduct a financial audit on local 
government owned enterprises (BUMD), but 
limited staff in the regions visited may well 
prevent this. 
 
As internal auditor, bawasda submits the audit 
report to the bupati and provides a copy to auditee 
unit, the provincial bawasda and the Inspector 
General of MoHA.  Bawasda audit reports are not 

available to the public, nor to the DPRD.  In the 
past, the issuance of an audit report was often 
preceded by a process to “correct” the mistakes 
found.  This process sometimes resulted in 
negotiations between auditor and auditee. 
 
Indonesia’s Supreme Audit Agency (BPK), the 
only external auditor in the country, has, according 
to Law 5/1973, the authority to audit all levels of 
government.  The current draft law on the State 
Audit, which was submitted to Parliament in 
September 2000, puts this authority in doubt, 
however.  Other countries have solved the audit 
problem by giving the regional governments the 
choice between the Supreme Auditor or another 
external auditor.  In France, the Court des Comptes 
accredits regional external auditors.  Other 
countries, such as the Netherlands, do not prescribe 
an external auditor for local government, but 
regional assemblies usually choose one to report to 
an audit committee. 

Directions for Reforms 
The prescription in the law on the topic of local 
budgeting is for the regions to have a “performance 
budget.”  While this may be hard to achieve in the 
short run,109 the general direction of more 
performance orientation is a good one.  Indonesia’s 
tradition of budgeting already contains a number of 
elements that could reinforce such a performance 
orientation, including strong strategic planning 
capabilities, and tight expenditure control.  But 
equally, many elements are as of yet missing, and 
developing them in the regions will, as elsewhere, 
not be easy, and will take a long time. 
 
Performance orientation requires a budget 
management process to do three things: (i) 
maintain fiscal discipline, or spend within your 
means; (ii) allocate money to the government’s 
priorities; (iii) provide incentives for efficient 
service delivery.  In each of these areas, regions 
could take some immediate steps, and initiate 
medium-term reforms.  In the short run, the 
government should consider taking the following 
steps. 

                                                   
109In fact, even in OECD countries, only one—New 

Zealand—has introduced a full performance budget based 
on output budgeting. 
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To improve fiscal discipline, regions could 
consider  
o Issue an overall spending limit at the beginning 

of the budget process, and agree on this with 
the DPRD before the budget process starts.  
These spending limits should drive the 
planning process at the local and lower levels. 

o Include all resources, including central 
resources, in the budget documentation, even if 
the DPRD does not vote on it. 

o Make budget adjustment an exception rather 
than a rule, and set explicit regulations on 
virement (changes of spending from one DIP 
to the other). 

 
To improve prioritization, the government could: 
o Introduce a program classification for planning 

and budget purposes rather than a split 
between development and routine budgets 

o Issue sectoral spending limits at the beginning 
of the budget process, and agree on these with 
the DPRD.  These spending limits should drive 
planning by the dinases for both recurrent and 
development purposes. 

o Require sector bureaus to cost out their renstra 
for both recurrent and development spending. 

o Review all existing development spending and 
determine whether it is still in line with the 
government’s priorities. 

o Start an experiment with one service delivery 
agency, or one dinas to prepare output 
indicators and link them to budget spending 

To promote efficient use of resources and improve 
fiduciary standards, the government must: 
o Establish common budget classification and 

accounting standards for the regions. 

o Focus capacity building efforts for the regions 
on financial management. 

o Review the DIP/DIK process to ensure timely 
availability of funding. 

o Streamline the ex-ante review and pre-audit of 
spending to ensure timely implementation of 
the budget, while at the same time initiating 
external audit. 

o Widen the membership of procurement 
committees to include non-government 
members. 

o Propose to the DPRD to hire an external 
auditor that would report to parliament. 

 
The central government can help in improving 
regional budget processes and budgetary 
information.   
o A first step in this process should be to agree 

on meaningful cooperation between MoHA 
and MoF.  The decentralization laws split 
responsibility over financial management over 
the two ministries, and now it is up to them to 
ensure that government and ministerial 
regulations fit within a common framework for 
government financial management. 

o The central government can also play a key 
role in capacity building for the crucial cross-
cutting tasks of planning and budgeting, and 
co-financing the regions’ capacity building 
plans through a DAK or otherwise would help.   

o Finally, much can be gained if the central 
government takes the lead in developing the 
accounting systems and financial reporting 
systems for the regions rather than have each 
individual region fend for itself, at much 
greater expense on aggregate. 
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  CHAPTER 5:  THE SEARCH FOR ACCOUNTABILITY 

 
Indonesia’s decentralization went hand in hand with the country’s democratization.  The 
result was a major realignment of accountability, at the local level.  It is too early to tell 
whether the emerging system will effectively hold decision makers accountable to the local 
electorate.  Negative news on corruption, money politics and other abuses in the regions 
grabbed the headlines.  At the same time, there are more promising signs for 
accountability, including a lively NGO community, more vocal users of government 
services, and a free press.  Reinforcing accountabilities of the various actors by clarifying 
responsibilities, encouraging competition and transparency, fostering a free press, and 
showing restrain in interfering in local matters, is the best stance the Government can take 
in the transition to a decentralized Indonesia. 

 
Accountability of local government to its 
constituents is a pre-condition for successful 
decentralization.  Without it, the efficiency gains 
from better matching local services with local 
preferences will fail to transpire.  Traditionally, the 
main accountability channel is the electoral 
system.  Indonesia’s break with the New Order 
regime in 1998, and subsequent free elections and 
indirect elections for the heads of regions 
undoubtedly boosted accountability.  However, 
traditional accountability still bears the legacy of 
the past, in which elections did not mean much.  It 
is therefore no surprise that there are widespread 
demands for accountability directly to the 
citizenry, “citizen accountability” (Figure 5.1).   
 
Decentralization did not just bring new 
accountability at the local level, it also changed the 
relationship between levels of government.  In 
addition, Indonesia’s species of democracy adds 
another layer of complexity through the party 
system, central and local.  Each of these 
accountability relationships is in the process of 
evolution, and manifests strengths and weaknesses.  
As ever, implementation is proving the Achilles 
heel of reform.  Some important pieces in the 
puzzle are still missing.110  And while community 
demand, and concomitant response from the local 
executive and legislative, for public accountability 
has grown, variation across localities is large.  
Many local governments are indeed attempting to 
respond to these new demands, and establishing 
                                                   
110For example, the channels of judicial recourse for regions in 

disputes with the center are not yet clear.  Recent MPR 
decisions set out to establish a constitutional court. 

increasingly deeper relationships of accountability 
with their citizens.  Not only the legislative, but 
even more the executive, is engaging the local 
citizenry, although the intensity of the relationship 
remains largely at a consultative rather than an 
influential level, and often remains limited to 
information dissemination and to ritualistic 
participatory planning exercises. 
 

Political Accountability 
Political accountability in Indonesia’s 
representative democracy focuses on the nexus 
between head of region, local parliament, and the 
electorate.  Key to the relations is Law 22/1999, 
the election laws, and the Law of Political Parties. 
 
Head of Region.  Law 22/1999 sets out several  
accountability relationships.  At its core is the 
relation between the Head of the Region, and the 
Local Parliament, the DPRD.  The DPRD appoints 
the head of region for 5 years, and can discharge 
him (it is usually a he) for reasons specified in the 
law, including lack of health, lack of belief in one 
almighty God, death, abuse of his position for 
personal wealth, and other reasons (Art. 33 and 
49).  A Head of Region can also be discharged for 
reasons of performance (Art. 46), if his annual 
accountability speech or his special accountability 
speech is rejected twice by the DPRD.  Two thirds 
of the DPRD members must be present at the 
meeting to discharge the head of region, and two 
thirds of those present must endorse the discharge. 
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Figure 5.1:  Accountability Everywhere 
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Box 5.1:  The Surabaya Mayor 

The Surabaya mayor is becoming a textbook case for Indonesia’s new political accountability. Mayor 
Sunarto Sumoprawirno, popularly known as Cak Narto, went absent from his duties in October 2001, to 
go to Melbourne for medical treatment.   The mayor said he had asked the DPRD for medical leave, but 
the council members claimed he went AWOL.  The mayor left the town leaving a bunch of unresolved 
problems behind, including a dispute with the garbage collectors and taxi drivers.  The DPRD’s anger 
mounted together with the garbage, and after a failed attempt in December 2001, the council—led by 
President Megawati’s PDI-P—voted Cak Narto out of office on 15 January, 2002, appointing his 
deputy as replacement.  The Minister of Home affairs disagreed with the decision, stating publicly that 
DPRDs could not dismiss heads of regions.  He refused to confirm the dismissal and the replacement.  
After two weeks of standoff, the Governor of East Java, the province in which Surabaya is located, 
acting on instruction of the Minister, installed a special team to investigate the case.  Their conclusion 
was the same as the DPRD’s.  This did not yet convince the Minister, and he appointed the Governor as 
acting Mayor.  Megawati was not amused by the dealings of the Surabaya branch of her party, and 
ordered the dismissal of the board of the Surabaya branch of PDI-P.  She could, however, do nothing 
against the council members, as there is no right of recall by the party (although this is currently under 
discussion).  The councilors, however, are not off the hook yet, and in a speech at a party meeting in 
Bandung she said, speaking about councilors breaking party rules:  ”They are hiding behind their status
as the people’s representatives and have forgotten the fact that they represent the party….I have my 
own way (to teach them a lesson).  They won’t be on the list of legislative candidates in the next general 
elections.”  Meanwhile, the former head of the Surabaya PDI-P sued the Secretary General of the 
central board of executives.  Finally, on 12 June 2002, the Governor of East Java appointed the Deputy 
Mayor as the new Mayor.  In August, 2002 the DPRD started impeachment procedures against the new 
Major. 

Source:  Tempo Magazine, 7, 22, 28 January 2002; Jakarta Post, 16, 28 May 2002. 

The President endorses the DPRD decision to 
discharge the head of region.  The President can 
also, in case of a serious crime, discharge the Head 
of Region without a decision of the DPRD.  The 
head of region must at least annually report to the 
President on the execution of regional 
administration (Art. 44 (3) Law 22/1999).  This 
report, specified by regulations,111 is more detailed 
than that for the annual accountability speech to 
the DPRD. 
 
Government Regulation 108/2000 on the 
accountability of the Head of Region further 
details the mechanisms for discharge of the head of 
region.  It limits the reasons for discharge to cases 
in which the head of region has committed a crime, 
requires at least one member of each faction to be 
present in the session to decide on discharge, and 
adds the requirement of a review panel appointed 
by the central government. 
 
                                                   
111 Government Regulation 56/2001. 

Regional Politics.  The Laws on Political Parties 
(No. 2/1999), General Elections (No. 3/1999) and 
Legislatures (No. 4/1999) have a direct effect on 
regional autonomy.112  The Law on Political Parties 
requires parties standing for election to be 
established in at least half of the provinces, and 
within those provinces in at least half of the 
electoral districts, preventing regional parties from 
contesting the regional elections.  The Election 
Law combines a version of proportional 
representation by province with a district plurality 
system.  Each local government is assigned at least 
one seat.  For local governments above 600,000 
inhabitants, two seats are assigned.  For national 
elections, the elections territory is the province.  
Parties need to register a list of candidates in each 
of the districts, and parties are assigned seats 
depending on how well parties do in electoral 
districts.  If a party does not receive a majority in a 
district, it is the result for the province that counts 
in assigning seats.  However, central party leaders 
                                                   
112See Dwight Y. King (2002). 
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have considerable discretion as to who fills the 
seats won by the party, thereby undermining the 
significance of the local electorate, and DPR 
members act largely on behalf of the party rather 
than the local electorate. 
 
The MPR retains regional representatives as part of 
the functional groups, but now provincial 
parliaments elect these representatives.  Until 
November 2001 they were not allowed to form a 
regional faction, but it seems that in the next 
session they may organize such a faction.   The 
third amendment to the constitution of November 
2001 mandates a regional house of parliament, the 
DPD.  The DPD, which is to have limited powers 
of initiative and review over matters of regional 
autonomy, will also be part of the newly 
constituted MPR, which would consist of DPR and 
DPD.  Functional groups will no longer have a 
place in the MPR.  These changes were confirmed 
by the fourth amendment of the constitution in 
August 2002. 
 
For local elections, the regency or city is the 
electoral territory.113  Candidates are registered in 
each kecamatan, and at least one seat is allocated 
to each of them, but the overall result of the 
elections is determined by how well parties do 
district-wide.  The size of the local DPRDs varies 
from 20 to 45 as per criteria in Law 3/1999.  
Candidates do not need to reside in the district in 
which they are candidates.  As with the national 
Parliament, 10 percent of the seats in the DPRD 
are reserved for the military.  In 1999, local 
elections were held at the same time as national 
elections, only 2 months after Law 22/1999 passed. 
 
Supervision.  The central government supervises 
the regional governments (also Chapter 2).  The 
Indonesian parlance refers to two types of 
supervision by the center of the regions:  repressive 
and functional supervision.  The central 
government, through the Minister of Home Affairs, 
has the right to cancel regional regulations 
(repressive supervision) if they conflict with public 
interest or contradict a higher level legal 
instrument.  The regions can appeal the 
cancellation to the Supreme Court, according to 
                                                   
113ADB (2002a). 

Law 22/1999.  In contrast, the implementing 
regulation on supervision (Government Regulation 
20/2001) allows for an appeal to the Minister of 
Home Affairs, the same that canceled the 
regulations in the first place.  Line ministries are in 
charge of functional supervision—including a 
review of the regional regulations in their field of 
authority.  Without a better understanding on 
minimum standards and performance criteria 
(Chapter 2), technical supervision hardly goes 
beyond such a review at present. 

Has Decentralization Improved Political 
Accountability? 
The picture on accountability in the regions is 
decidedly mixed.  Some see definite 
improvements,114 while others emphasize the 
negative stories emerging from the regions.  Both 
are right, in that the situation in the region is as 
diverse as the country itself.  However, some 
trends and issues are gradually emerging even in 
those early days. 
 
Head of Region 

The accountability of the head of region has 
undoubtedly improved with decentralization.  
Whereas before he was largely a central 
government employee—often a military one—the 
election by the local DPRD suggests improved 
accountability.  However, until now less than 20 
percent of regional heads are actually elected.  The 
reason is that the previously appointed heads were 
allowed to complete their 5-year term.  The 
measure intended to allow for a smooth transition, 
and to avoid having to face a major administrative 
and fiscal decentralization with a completely new 
regional leadership.  Having a majority of local 
leaders not yet elected—and often with little 
chance of ever being elected—reduces the impact 
of the new accountability structures at the local 
level.  
 
Elections of new heads of region have not been 
without problems either.  Throughout the country, 
                                                   
114See Jakarta Post, 1 March 2002:  Decentralization 

encourages democracy.  The article reports on an 
investigation the Asia foundation had done in 10 cities 
around the country.  Based on focus group discussions and 
interviews, the Foundation came to the positive judgment. 
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Figure 5.2:  Moderate Money Politics 
(Percent of household respondents answering the question whether 

they believe money politics was involved) 
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Source:  GDS Survey. 

 

these elections are regularly surrounded by rumors 
of “money politics,” at least as reported in the 
press.115  Perhaps the most prominent case of this 
was the North Maluku Governor, who was 
dismissed in September 2001, after allegations of 
corruption in the elections emerged.116  Confirming 
suspicion of “money politics” in the elections is the 
surprisingly large number of newly-elected heads 
of regions that are not affiliated with the majority 
or plurality party in the region.  Election battles 
can end up worse than just corrupted, as was the 
case in Poso, where fierce competition for the 
mayor’s office, if not caused, at least added to the 
violence that has marred this city in recent years.117  
However, the reports in the press may again be 
biased towards reporting on the presence of 
corruption in elections—not least because the 
absence of corruption does not make good 
headlines.  The results of the GDS survey suggest 
that some 29 percent of household respondents 
believe that corruption, collusion or nepotism 
(KKN) were involved in the Bupati/Walikota 
elections by the DPRD (Figure 5.2).  In some cities 
such as Batam, however, over 60 percent believes 
that the Head of Region bought its position. 
 

The Accountability Speech  

The annual accountability speech of the head of 
region is an improvement from the past in terms of 
transparency.  The speech—comparable to that of 
the President at national level—is taken serious by 
many of the administrations around the country, if 
measured by the effort that goes into it.  Whether 
the speech improves accountability remains to be 
seen.  The lack of clarity on what functions the 
regional government is actually accountable for 
(Chapter 2), and the imperfect control that a head 
of region has over his administration blurs the 
accountability of the head of region.  Moreover, 
the punishment for (twice) rejection of the 
accountability speech—immediate dismissal—may 
well be out of proportion, and a gradation of 
remedial measures for the DPRD could be the 
preferred option.  In fact, although rejection in the 

                                                   
115Interview with Teten Masduki, Indonesia Corruption 

Watch, in The Van Zorge Report Vol. IV No. 6, April 2002.   
116See Jakarta Post, 11 October 2001, North Maluku 

legislative council annuls Gafur’s election. 
117David Rohde (2001). 

first round of the speech has occurred regularly, 
few DPRDs have actually used the accountability 
speech to rid themselves of the head of region.  
Dismissals of heads of regions do occur, however.  
The Head of Buleleng in Bali, Ketut Wirata 
Sindhu, ended his term in office on the 2 January 
2002.  The impeachment came after two years of 
strained relations among the legislature and the 
head of region, which included the burning of the 
regional head’s office.  Another advanced 
dismissal process is that of Payakumbuh in West 
Sumatera, which started with suspected corruption 
in the 2000 budget. 
 
Council Members’ Accountability.  The 
accountability of the DPRD members to the local 
electorate has been hotly debated.  Some of the 
members are not elected, and thus cannot be 
expected to be very responsive to the electorate.  
10 percent of the seats in the local DPRDs are still 
“reserved domain” for the military, although this is 
to change in the 2004 elections once the fourth 
amendment to the constitution has made its way 
into the law on the membership of representative 
bodies.  For those that are elected, but do not live 
in the region itself, or only moved to the region 
after being elected, concern for regional issues may 
well be less strong than that of members residing 
in the region.  Apart from representation, 
accountability of the part of local officials remains 
passive, and it is not always clear that disciplining 
influences on local officials are directed in such a 
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way to lead to better service delivery outcomes.118  
The party structure does not help in fostering local 
accountability.  Even though the parties have no 
right of recall,119 (as President Megawati lamented 
in the case of the Surabaya Mayor), party loyalty is 
strong because the councilors depend on the party 
list for re-election.120  Moreover, Indonesia has no 
regional parties because of the requirement that 
they be registered in at least half of the provinces.  
Of course, this limitation of regional influence in 
the party system was intended by the legislator, 
and reflects the national government’s fear of 
regionalism and separatism.  However, the 
government should consider whether the absence 
of regional parties is still in line with the 
constitutional right to the “broadest possible 
autonomy” of the regions.  In the next elections 
fewer rather than more parties are likely to 
compete.  The current Election Law prescribes that 
those parties that did not achieve at least 2 percent 
of the vote in 1999 cannot compete in the next 
one.121  This restriction may further limit the 
possibility of parties with regional agendas to 
emerge, although parties that do not make the 2 
percent could probably circumvent the rule by re-
establishing themselves as a new party for which 
the restriction does not hold. 
 
Representation by women is disappointingly low.  
Data on the 1999 regional election show that 
women on average represent just under 5 percent 
of the DPRD membership, ranging from a mere 2 
percent in Riau to 15 percent in East Java.122  Thus, 
the tremendous progress Indonesia has made in 
gender equality in education and health has for 
                                                   
118Chris Bennett (2001b) argues that the concept of “active” 

versus passive accountability is not sufficiently well 
developed yet in Indonesia.  Accountability (tanggung 
jawab) remains passive, whereas tanggung gugat reflects 
the willingness to accept liability. 

119In Lampung, this is seen by some as a problem:  civil 
society organizations recently mobilized against a council 
member that was expelled from his party, but refused to 
give up his seat.  Jakarta Post, 4 June 2002, Journalists, 
NGOs demand action against councilor.   

120In Tuban, East Java, a representative apparently was 
removed at the party’s behest after he nominated a member 
of another party as regent—and himself as deputy regent.  
See Tempo, 9 July 2001, “Tuban” (p. 34). 

121Dwight Y. King (2002). 
122Data from Lembaga Pemilihan Umum, as quoted in BPS, 

Bappenas, and UNDP (2001), p. 97-103. 

now passed by the local parliaments.  This, despite 
the fact that Indonesia has a national policy on 
gender equality—a policy that apparently has not 
yet reached the political party lists. 
 
Capability.  The capability of the DPRD to 
discharge its functions under the law has become a 
topic of debate.  Many of the councilors are 
inexperienced, and most have no expertise in their 
two core functions: budgeting, and evaluating the 
performance of the head of region.  Part of the 
issue is caused by lack of support: Government 
Regulation 110/2000 limits the amount of money 
that can be spent on the DPRD.  The regulation 
intended to prevent DPRD members from 
allocating too much money for their own benefit 
and remuneration.  This seems to have failed: the 
regulation is easily circumvented as far as the 
remumeration of the DPRD members is 
concerned.123 
 
However, the regulation does seem to preclude the 
DPRD from hiring qualified staff to support the 
council members, and thereby improve the quality 
of supervision of the local executive. 
 
A Big Stick for the Center?  The less than stellar 
performance of the DPRD has been a thorn in the 
side of central government.  To guide the 
performance of the DPRD, the central government 
issued Government Regulation 1/2001, on the 
Order of Local People’s Representative.  This 
regulation, which establishes basic rules of process 
and order for regional parliaments, is widely 
ignored, perhaps because it does not fit well with 
the concept of autonomy.  In reaction, the central 
government included a clause that gives it the right 
to dissolve errant DPRDs in the draft revision of 
Law 22/1999 that was floated in early 2002.  Such 
a provision does exist in other countries, for 
instance in Germany and the Netherlands, but it 
has never been used.124  Adding it at present would 
certainly confirm the regions’ impression that 
Jakarta wants to recentralize. 
 

                                                   
123Made Suwandi (2002), p. 20. 
124Andrew Ellis and Tony du Sautoy (2001). 
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Box 5.2:  Civil Society in North Sumatera 

Like in other parts of Indonesia, the number of NGOs in North Sumatera increased very rapidly 
during the last three years. It is unclear how many NGOs there are at this moment; activists 
mentioned numbers ranging from “more than 100” to “over 250”.  One “old” NGO from Medan 
classified these NGOs into three groups: (i) the uniformed NGO (known also as red-plate NGO), (ii) 
the provocateurs, and (iii) the real NGO (mostly working on community empowerment).  The 
NGO’s are divided into advocacy types, and watch dogs.  The NGOs’ membership range from 
institutional, individual or both; and networking among the NGOs seems to be quite solid.  Each of 
the NGOs is in regular contact with other NGOs, sharing common views and targeting for the same 
outcome as well as officially working together on the same program.  They either have formed a 
forum with other NGOs to have bigger “voice” on specific issues or are themselves already an NGO 
group (institutional membership). Some of the NGOs are a network of Jakarta-based NGOs, while 
others have started networking internationally.  FITRA (Forum Indonesia untuk Transparansi 
Anggaran) Sumatera Utara is fairly new and seems to be the front-runner on budget watch in the 
region.  The institution is a network consisting of around 30 North Sumateran NGOs as members, 
among others: Simalungun Corruption Watch, Forum NGO untuk Transparansi, Koalisi Ornop 
untuk Transparansi, LAPK.  They are a simpul (node) of FITRA Jakarta but works independently 
(not as a branch).  The organization’s primary funding source is the Ford Foundation.  In the past, 
Jari Indonesia was a network with about 30 NGO members from various parts of the country.  
During the crisis, they closely monitored safety net programs as part of their development watch 
mission and providing safety net posters for the public’s interest.  Walhi (Wahana Lingkungan 
Hidup) Medan is a forum of 26 NGOs in North Sumatera, and a network of Walhi Jakarta. Members 
are not only NGOs working on environmental issues, but include NGOs working on labor, farming, 
economic issues and legal aid institutions. 
Source:  North Sumatera Regional Expenditure Review, World Bank, July 2002. 

Institutions for Citizen’s Accountability   
A boom in civil society organizations since 
Reformasi has increased the demand for 
participation in government beyond the traditional 
electoral channels.  Civil society organizations 
come in many shapes and sizes (Box 5.2) ranging 
from advocacy groups to budget watchdogs, to 
more traditional organizations such as charities, 
and other NGOs involved in service delivery.  
Most, although not all of these organizations are 
organized as foundations (yayasans) and are 
subject to the Law on Yayasans of 2001.  
Decentralization has been a catalyst for 
participation, as Law 22/1999 requires regional 
governments to engage the local citizenry in local 
development.  In this requirement, the Law 
maintains a traditional distinction between rural 
and urban areas. 
 
Rural Areas. In rural areas, the formal 
representative bodies at the village level are 
considered to be sufficient for effective 
participation, and no formal requirement for 

participation is specified in the law.  Law 22/1999 
replaced the much lamented law on villages (Law 
5/1979), and establishes Village Representative 
Councils (BPDs).  Before Law 22, this council 
consisted only of the Village Head, and his staff.  
The Head has a double accountability.  The head is 
responsible to the village population through the 
Village Representative Board.  At the same time, 
the Village Head also reports to the kabupaten 
head, and must provide the bupati with an annual 
accountability report.125 
 
Urban Areas 

For urban areas in cities and in regencies alike, 
Law 22/1999, Art. 92, requires regional 
governments to involve community and private 
parties in urban development.  Law 25/2000 on the 
National Development Plan begins to 
operationalize the intent of Law 22/1999, and 
includes Urban Forums, an action program, within 

                                                   
125 Hans Antlov (2002). 
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Box 5.3:  Forum Types 

Kendari:  An inclusive Collaboration Forum.  In Kendari, a single stakeholder forum brings 
together   local government representatives (executive and DPRD) and stakeholders.  It 
is viewed as an informal institution through which consensus can be reached. 

Bogor: Exclusive Pressure Group. Bogor’s Forum is smaller than Kendari’s and consists of a 
pressure group that brings up issues of public concern, conducts public meetings and 
applies pressure to get the local government to take action.  

Mataram: Multiple Forums.  In Mataram several forums exist to engage local government on 
different issues.  

Palembang: Fractured Forum.  Palembang’s attempt to establish an Urban Forum was marred by 
differences between interest groups.  In desperation, some members declared the 
formation of the dewan kota (or City Council), which, while not universally 
representative, has become the “voice” of civil society.  De facto, the local government 
utilizes the forum as a sounding board in decision making and sharing of information. 

Source:  CoBuild, 31 March 2001; Midterm Evaluation, p. 24; World Bank (2002j). 

the law.  The Ministry of Infrastructure 
(Kimpraswil) in their Draft Guideline on Urban 
Spatial Management have identified the creation of 
Urban Forums as a vehicle for communications 
between various urban stakeholders,126 and  several 
city governments and community organizations in 
cities have set up such an Urban Forum.  
Operationalizing the Urban Forums has not been 
without problems, not least because their role is 
still unclear, as is the composition of its 
membership and the range of issues local 
government is supposed to consult the forums on. 
 
Stakeholder forums have emerged in several cities, 
but they have not proven to be a panacea for 
citizen’s accountability.  Whilst the number of 
stakeholder forums that actively seek to engage 
local government is heartening, there are few 
forums whose membership represent the “voice of 
the people”.  “Fractured forums” where 
stakeholder dissension cripples any attempt for 
engagement are common (Box 5.3).  “Exclusive 
forums” which represent only a small fraction of 
the relevant constituency, are equally common.  
This is no surprise: forums, like every other 
institution, are reflective of broader societal 
relations and thus subject to elite capture and 
perhaps to concomitant civil society fracture.  The 
Urban Forum in Bogor, captured by an educated 
elite represents the former, whilst Palembang 
                                                   
126World Bank (2002j), p. 3. 

represents the latter (Box 5.3).  Thus, the mere 
presence of a stakeholder forum is by itself not 
enough to ensure citizen accountability. 
 
The multiplicity of civil society actors in exclusive 
or fractured multiple forums presents a problem of 
representation for local governments.  Local 
governments are placed in a no-win situation of 
either negotiating with illegitimate bodies, as in the 
case of Palembang, or not negotiating at all.  Local 
government officials also express confusion as to 
who represents civil society.  For example, the 
Head of North Sumatera’s planning bureau 
expressed strong support for civil society 
participation.  However, he argued that the 
planning bureau lacks the knowledge and 
information to judge the civil society groups on 
integrity and accountability to the public.  Yet, 
engagement is taking shape, and in numerous 
regions around the country, this engagement with 
civil society is increasingly formalized.127  
Problems of representation also exist on the 
Government’s side.  Traditional accountability 
mechanisms would suggest that the legislature 
would be the primary interlocutor with civil 
society.  But in most Indonesian cities it is the 

                                                   
127For instance, in Balikpapan, a city forum is stipulated in a 

local Mayoral Decree No. 188.45-110/2000 as of 21 June 
2000.  In Kota Binjai in North Sumatera, the executive and 
legislature is preparing an SK that regulates the 
participation of civil society in the planning process. 
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executive rather than the legislator that manages 
the interaction with, and responds to, civil society 
organizations.  Inexperience of the local legislator 
and focus of its members on the party, rather than 
on citizens, plays a role in the lack of interaction 
with civil society.  The lack of guidance on how 
community participation should take place weighs 
in as well.  Moreover, the laws only prescribe a 
role for community involvement in planning, an 
activity that is largely one of the local 
administration, not the local council. 

Access to Information 
Access to information is crucial for accountability.  
While laws and regulations stipulate access to 
information, the actual practice in the regions 
varies. Law 22/1999 and Law 25/1999 require the 
local government to publish information on plans 
and budget.  And Law 28/1999 on a clean State 
Organizer gives citizens access to all information 
within the government administration necessary to 
effectuate citizen’s oversight. 
 
The practice in Indonesia’s regions falls far short 
of the laudable legal clauses.  Most local 
governments have a Local Communication Agency 
(dinas perhubungan).128  Local governments are 
also experimenting with different institutions for 
physical information access and dissemination.  
Cities such as Bandung, Blitar and Balikpapan are 
experimenting with websites, and Kota Medan 
issues a bulletin published twice a year (but with 
only 100 copies).  Blitar is also planning to set up a 
more general public information center.129  But not 
all regions are as forthcoming as these (Box 5.4).  
Moreover, even when local governments guarantee 
physical access to information, it is often 
inaccessible because of the technical nature of the 
information.  Law 28/1999 includes clauses 
equivalent to a freedom of information act, which 
is hardly known at the center and in the regions 
alike.  The Law is also hardly used, because there 
are no implementing regulations yet. 

                                                   
128Ironically, these bureaus are often staffed with former staff 

of the abolished ministry for information—a ministry that in 
good Orwellian tradition existed to control information to 
the public. 

129World Bank (2002j), Blitar Report. 

Comparable information on the regions’ 
performance is also a scarce commodity.  Such 
information matters, because it would enable local 
stakeholders to compare their government’s 
performance with that of other regions.  Moreover, 
it would encourage competition among the regions 
to do better—to please the electorate, or to attract 
investment.  The Ministry of Finance has set up a 
web-based regional financial information database 
with extensive budgetary information for each 
region, but little analysis is done on these numbers.  
BPS has started to explore ways of better serving 
regional governments and citizenry with their 
information.  Traditionally, they published a 
regional statistical information book in regular 
intervals, but several of their instruments—
including national accounts and household surveys, 
are not significant at the local government level 
due to sample size.  Line ministries such as Health 
and Education used to have an elaborate 
information database for their own policy 
purposes, but little of this is in the public 
domain.130  And the Monitoring and Evaluation 
System that the Ministry of Home Affairs has been 
planning to track decentralization and the 
performance of the regions has not yet gone 
beyond the conceptual stage.  The information gap 
is filled in part by others—including universities, 
NGOs, and donor agencies, but the scale of most 
efforts is too small to provide significant 
comparable systematic information.  The exception 
could be KPPOD’s information on the business 
climate (Chapter 2) and the forthcoming 
Governance and Decentralization Survey of Gajah 
Mada University.131 
 
The research team of Gajah Mada evaluated 
governance results according to 8 dimensions 
(including transparency, responsiveness, rule of 
law, participation) and will disseminate these 
results in the context of regional forums.  The 
University of Indonesia’s regional Cost of Doing 
Business Survey was fielded in sixty regions.132  
The fact that the survey was financed by a large 
                                                   
130The limited access to this information can in part be 

ascribed to the widespread practice in Indonesia’s 
government agencies to sell the information. 

131Sponsored by USAID, The Governance Partnership, and the 
World Bank. 

132University of Indonesia (2001). 
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domestic corporation reflects the private sector’s 
interest in the implications of decentralization.  
Plans are to repeat each of these surveys in 2004 to 
assess the impact of decentralization.  The 
investment licensing board (BKPM) has also 
promised a regional investment rating. 

Directions for Reform 
Much is being made of the impact of local 
governance on public service outcomes in the 
regions.  Although not a specific word in the 
Indonesian language, regional officials are all 
eager to declare adherence to “good governance” 
principles. Limited accountability can pose 
significant risks to successful decentralization, as 
the anticipated efficiency gains rely crucially on 
better matching of local preferences with local 
service delivery . 
 
Clearly the new system of decentralized 
accountabilities is still evolving.  Some findings 
suggest that new accountabilities and citizen 
participation are starting to work, at least in some 
cases.  For instance, the 2002 Urban Review of the 
World Bank found some correlation between the 
presence of representative forums and 
responsiveness of local governments.  And 
increased transparency, openness, and 
accountability can in themselves be viewed as 
positive outcomes of decentralization, because 
citizens may intrinsically value the new scope for 
“voice.”  But more systemic outcomes will hinge 
as much on local practice as on the overall pieces 
of the legal, administrative, and fiscal framework 
of decentralization.  Over time, enhanced 
participation may ring hollow to many citizen’s if 
this is not matched with tangible improvements in 
local conditions and service delivery. 
 
After the third and fourth amendment to the 
constitution, the political rules for the 2004 
elections are currently under debate.  Just as in the 
proposed revisions of Law 22, the government will 
have to move deftly in understanding how 
modifications and additions to the legal and 
regulatory framework play out in the political 
arena, and in the end at the implementation level.  
Nevertheless, the constitutional reforms force 
changing the political laws, which provides an 
opportunity to reinforce political accountability at 

the local level.  Direct elections of the head of 
regions seems to have already been decided upon.  
As of 2004, the President will be elected by a 
direct popular vote, and this model is likely to be 
used at the local level as well.  Direct elections 
could offset the perceived limitations on 
accountability through the DPRDs, although “vote 
buying” may switch from DPRD to the electorate.  
If such a step is made, Law 22 would have to be 
changed as well, as a directly elected head of 
regions sits uneasy with the power of the DPRD to 
dispose of the head of region on political grounds.  
Among the reforms that could be considered are: 
 
o Regional determination of party lists.  Short of 

opting for regional parties—to which the 
political opposition is probably too big—
revisions of the law on political parties could 
grant the right to determine candidate lists for 
regional elections to the regional chapters of 
national parties.   

o Residency requirement of regional candidates.  
Candidates resident in the boundaries of their 
constituency are more likely to be concerned 
about local issues than other candidates.  The 
benefits of that would need to be weighed 
against a possible loss in terms of expertise 
which would come with limiting the pool of 
candidates.  

o Separating regional and national election dates.  
The coincidence of regional and national 
elections in 1999 effectively meant that only 
national issues were actively debated.  
Separating the dates of national and local 
elections would allow for local issues to 
become more prominent in the latter.  This 
advantage would have to be weighed against 
the additional costs that separate election dates 
would bring. 

 
Beyond political reforms, the present chapter 
suggests that a range of accountability mechanisms 
require strengthening.  While the instruments for 
strengthening citizen accountability are less 
obvious than those for political accountability, 
there are several measures the center could take to 
improve it: 
o Issue regulations for Law 28/1999.  

Information is the lifeblood of citizen 
accountability, and implementing regulations 
that operationalize the freedom of information 
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Box 5.4:  Watchdog Days in Riau 

A budget watchdog in Riau province has been less than successful in getting access to information.  At 
the provincial level, access was still bearable, even though they received no copy of the draft budget, 
and the budget discussions in the DPRD were done behind closed doors.  Things were worse at the local 
government level.  In fact, the watchdog was forced to abort their efforts, because one of their 
investigative teams was threatened with being beaten up in one of Riau’s districts when they asked for 
budget information.  The head of the watchdog explained this unpopularity in part with his association 
with an international donor, the name of which was prominently displayed on his business card: 
“Perhaps they thought we were spies,” he commented. 

Source:   Mission interview. 

clauses of said law are urgently needed.  
Parliament is currently considering using its 
right of initiative to pass a freedom of 
information act, but this may be some time in 
the making.  Moreover, such law may also 
have to wait for years on its implementing 
regulation.  Thus, Law 28/1999 is for now the 
best hope for better information, and 
government should issue the regulations soon. 

o Produce comparable information on the 
regions.  National “inputs” in the competitive 
process among the regions are essential.  Local 
governments may wish to suppress or cater 
information to their own interests.  The center 
could provide regions timely, credible, and 
comparable information—and it should 
already collect such information for its own 
policy purposes.  The Ministry of Finance’s 
Regional Financial Information System 
(SIKD) is a good example of such information, 
and this report has made abundant use of it.  In 
other areas, such as health and education, 
information already exists, but is hard to 
access. 

o Increase citizen’s awareness of rights.  Beyond 
clarifying the responsibility of regional 
governments, the center could prescribe 
regional governments to be transparent about 
the services they can expect.  Citizen’s charters 
as effectively used in countries as diverse as 

the UK and China might be an effective tool 
for local accountability in Indonesia as well.   

o Enhance citizen’s access to the courts.  As 
noted in Chapter 2, the administrative law 
could become a powerful vehicle for enforcing 
the rights of citizens against non-accountable 
governments.  Strengthening the administrative 
courts that should enforce this law is therefore 
a priority. 

o Avoid too onerous restrictions on civil society 
organizations.  The Law on the Yayasans—
which was originally aimed at increasing 
control over the military and other 
foundations—may be too onerous for many 
civil society organizations.  The law requires 
personal guarantees of the Board members,  
and annual tax filing and audit irrespective of 
whether a business goal is pursued.  The law 
also gives Government the right to close down 
foundations that operate beyond the mandate 
of their charter—with the assets of the closed 
organization reverting to the state.  While 
some of these restrictions may well suit a 
mature civil society, enforcing them on 
Indonesia’s nascent one may prove 
counterproductive.  Amendments to the law 
are currently in Parliament, and Government 
should take this opportunity to ease some of 
the burden on NGOs.  
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ANNEX 1 

LAWS AND REGULATIONS RELATED TO  
 REGIONAL AUTONOMY1  

 

Constitution 
 

Ø The 1945 Constitution of the Republic Indonesia 
Ø First Amendment to the 1945 Constitution 
Ø Second Amendment to the 1945 Constitution 
Ø Third Amendment to the 1945 Constitution 
  

MPR Decrees 
 

• MPR Decree III/2000 Source of Law and the Hierarchy of Legal Instruments 
• MPR Decree IV/2000 Policy Recommendation in Implementing Regional Autonomy 
  

Laws 
 

• Law No. 13/2002 Establishment Bima City in West Nusa Tenggara Province 
• Law No. 12/2002 Establishment Pariaman City in West Nusa Sumatera Province 
• Law No. 11/2002 Establishment Mamasa Regency and Palopo City in South Nusa 

Sulawesi Province 
• Law No. 10/2002 Establishment Parigi Moutong Regency in Central Sulawesi 

Province 
• Law No. 9/2002 Establishment Rote-Ndao Regency in East Nusa Tenggara Province 
• Law No. 8/2002 Establishment Talaud Archipelago Regency in North Sulawesi 

Province 
• Law No. 7/2002 Establishment Penajam Paser Regency in East Kalimantan Province 
• Law No. 6/2002 Establishment Banyuasin Regency in South Sumatera Province 
• Law No. 5/2002 Establishment Katingan Regency, Seruyan Regency, Sukamara 

Regency, Lamandau Regency, Gunung Mas Regency, Pulang Pisau 
Regency, Murung Raya Regency and East Barito in Central 
Kalimantan Province 

• Law No. 4/2002 Establishment South West Aceh Regency, Nagan Raya Regency 
and Aceh Tamiang Regency in Nanggroe Aceh Darussalam 
Province 

• Law No. 21/2001 On Special Autonomy for the Papua Province 
• Law No. 18/2001 Special Autonomy for Daerah Istimewa Aceh as Nanggroe 

Aceh Darussalam Province 
• Law No. 15/2000 Amendment to the Law No. 55/1999 on Landak Regency 

Establishment 
• Law No. 14/2000 Amendment of Law No. 54/1999 on Sarolangun Regency, Tebo 

Regency, Muaro Jambi Regency and Tanjung Jabung Regency 
Establishment 

• Law No. 13/2000 Amendment to the Law No. 53/1999 on Palalawan Regency, Rokan 
Hulu Regency, Rokan Hilir Regency, Siak Regency, Karimun 
Regency, Natuna Regency, Kuantan Singingi Regency, and Batam 
City Establishment 

                                                
1  Laws and regulations discussed in the text are in bold.  Source:  GOI and http://www.gtzsfdm.or.id. 
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• Law No. 12/2000 Amendment to the Law No. 52/1999 on Lambata Regency 

Establishment 
• Law No. 11/2000 Amendment to the Law No. 51/1999 on Buol Regency, Morowali 

Regency and Banggai Archipelago Regency Establishment 
• Law No. 10/2000 Amendment to the Law No. 50/1999 on Boalemo Regency 

Establishment 
• Law No. 9/2000 Amendment to the Law No. 49/1999 on Mentawai Archipelago 

Regency Establishment 
• Law No. 8/2000 Amendment to the Law No. 48/1999 on Bireuen Regency and 

Simeulue Regency Establishment 
• Law No. 7/2000 Amendment to the Law No. 47/1999 on Nunukan Regency, 

Malinau Regency, West Kutai Regency, East Kutai Regency and 
Bontang City Establishment 

• Law No. 6/2000 Amendment to the Law No. 46/1999 on North Maluku Regency, 
Buru Regency and West Maluku Tenggara Establishment 

• Law No. 5/2000 Amendment to the Law No. 45/1999 on Central Irian Jaya 
Province, West Irian Jaya Province, Paniai Regency, Mimika 
Regency, Puncak Jaya Regency and Sorong City Establishment 

• Law No. 34/2000 Amendment to the Law No. 18/1997on Regional Taxes and 
Regional Levies 

• Law No. 43/1999 Amendment to the Law No. 8/1974 on the Ordinance of the 
Civil Service 

• Law No. 41/1999 Forestry Law 
• Law No. 34/1999 Government of the Capital City of Republic Indonesia, Jakarta 

Province 
• Law No. 31/1999 Combating Corruption as a Criminal Act 
• Law No. 28/1999 Implementing Good Governance and Free of Corruption, Collusion 

and Nepotism 
• Law No. 25/1999 Law on the Fiscal Balance Between Central and Regional 

Government s 
• Law No. 22/1999 Law on Regional Administration 

  

Government Regulations 
 

• Government Regulation No. 84/2001 Amendment to the Government Regulation No. 104/2001 on 
Balance Fund 

• Government Regulation No. 76/2001 General Guidelines for Organizing Rural  
• Government Regulation No. 70/2001 Airport 
• Government Regulation No. 69/2001 Harbor 
• Government Regulation No. 65/2001 Regional Taxes 
• Government Regulation No. 66/2001 Regional Levies 
• Government Regulation No. 56/2001 Reporting on Regional Administration 
• Government Regulation No. 52/2001 Implementation the Supporting Duty 
• Government Regulation No. 39/2001 Organizing Deconcentration 
• Government Regulation No. 20/2001 On Fostering and Supervision of Local Governance 
• Government Regulation No. 11/2001 Concerning Information on Regional Finances 
• Government Regulation No. 2/2001 Concerning Protection and Transfer of the State Owned 

Goods/Properties from Central Government to Regional 
Government in the Process of Regional Autonomy Implementation 

• Government Regulation No. 1/2001 Concerning the Guidelines on Compiling Regional House of 
Representative Regulations 
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• Government Regulation No. 151/2000 Concerning Election Procedure, Legalization and Dismissal of 

Regional Head and Sub-Head 
• Government Regulation No. 129/2000 Concerning Formation Rules and Regulations and Development 

Criteria, Elimination and Regional Merging 
• Government Regulation No. 115/2000 Concerning Distribution of Citizens Income Tax Outcome 

Acceptance and Income Tax on Article 21 Between Central 
Government and Regional Government 

• Government Regulation No. 114/2000 Concerning Cancellation of Government’s Regulation No. 33/1997 
on Distribution of Revenue on Land and Building Rights Between 
Central and Regional Governments 

• Government Regulation No. 110/2000 Concerning Financial Status of the Regional House of 
Representative 

• Government Regulation No. 109/2000 Concerning Financial Status of the Regional Head and Sub-
Head 

• Government Regulation No. 108/2000 Concerning Procedure Accountability of the Regional Head 
• Government Regulation No. 107/2000 Concerning Regional Government Borrowing 
• Government Regulation No. 106/2000 Concerning Financial Management and Accountability in 

Implementation of Deconcentration and Supporting Duty 
• Government Regulation No. 105/2000 Concerning Region’s Financial Management and 

Accountability 
• Government Regulation No. 104/2000 Concerning Equilibrium Funds 
• Government Regulation No. 101/2000 Concerning Education and Training for State Civil Employee 
• Government Regulation No. 100/2000 Concerning State Civil Employee’s Appointment in a 

Structural Position 
• Government Regulation No. 99/2000 Concerning Promotion of Civil Servants 
• Government Regulation No. 98/2000 Concerning Provision of Civil Servants 
• Government Regulation No. 97/2000 Concerning Formation of Civil Servants 
• Government Regulation No. 96/2000 Concerning Civil Servant’s Authorization of Promotion, Relocation 

and Dismissal 
• Government Regulation No. 84/2000 Concerning Regional Apparatus Organization Guideline 
• Government Regulation No. 62/2000 Concerning Relocation of West Lombok Regency City 
• Government Regulation No. 25/2000 Concerning Government Authority and The Provincial 

Authority as an Autonomous Region 
• Government Regulation No. 68/1999 Concerning Implementation Procedure of Public’s Role in the 

State’s Implementation 
  

Presidential Decrees 
 

• Presidential Decree No. 131/2001 Concerning Public Allocation Fund for Provincial and District 
Area/City Year Budget 2002 

• Presidential Decree No. 40/2001 Concerning Institutional Guidelines and Regional Hospitals 
Administration 

• Presidential Decree No. 10/2001 Concerning Regional Autonomy Implementation on Land Affairs 
• Presidential Decree No. 74/2001 Concerning Supervision Customs on Regional Governments 

Implementation 
• Presidential Decree No. 39/2001 Concerning Utilizing of Contingency Fund for Assistances in 

Personnel Transfer, Equipments, Payments and Documents (P3D) 
to Regional Government 

• Presidential Decree No. 6/2001 Concerning Determination of Numbers and Procedures in Filling 
up Membership of Regional House Representative in New 
Provinces and Regencies/Cities after the Election year 1999 

• Presidential Decree No. 5/2001 Concerning the Implementation of Regency/City Authorities 
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• Presidential Decree No. 181/2000 Concerning Regional Autonomy Allocation Fund and Regency 
District/City year budget 2001 

• Presidential Decree No. 159/2000 Concerning Guidelines for Formation of Regional Civil Service 
Bureaus 

• Presidential Decree No. 157/2000 Concerning Formation of Central Team Work Law 
Implementation No. 22/1999 on Regional Government and Law  
No. 25/1999 on Financial Balance Between Central and 
Regional Government 

• Presidential Decree No. 151/2000 Concerning Amendment to Presidential Decree No. 49/2000 on 
Regional Autonomy Advisory Council as already amended by 
Presidential Decree No. 84/2000 

• Presidential Decree No. 52/2000 Concerning Establishment of Coordination Team to Follow-up 
Implementation of Law No. 22/1999 and No. 25/1999 

• Presidential Decree No. 49/2000 Concerning Regional Autonomy Advisory Council 
• Presidential Decree No. 18/2000 Concerning Guidelines for The Implementation of The 

Procurement of Goods/Services for Government Agencies 
• Presidential Decree No. 17/2000 Concerning the Implementation of the State Revenues and 

Expenditures Budget 
  

Other Regulations and Guidelines 
 

• Decree of The Minister of Finance No. 
141/KMK.07/2001 

Regional Financial Information System 

• Decree of The Minister of Finance No. 
154/KMK.07/2001 

Formation and Procedures of Regional Finance Information 
Submission 

• Decree of The Minister of Finance No. 
346/KMK.07/2001 

Establishment of Draft Law Formation Team on Law Amendment 
No. 25/1999 About Central and Local Fiscal Balance 

• Decree of The Minister of Finance No. 
343/KMK.06/2001 

Fixation of Regional Total Allocation From Oil and Natural Gas 
Resources, General Mining and Fisheries for 2001 

• Decree of The Minister of Finance No. 
344/KMK.06/2001 

Regional Fund Distribution From Natural Resources 

• Decree of The Minister of Finance No. 
368/KMK.06/2001 

Agreement on How to Use Partial Fund of Non-Taxable State 
Income from Provincial Forest Resources in the Department of 
Forestry 

• Decree of The Minister of Finance No. 
575/KMK.06/2001 

Amendment of the Minister’s Decree No. 343/KMK.06/2001 re. 
Fixation of Regional Total Allocation From Oil and Natural Gas 
Resources, General Mining and Fisheries for 2001 

• Decree of The Minister of Finance No. 
491/KMK.02/2001 

Special Allocation Fund (DAK) State Budget Reforestation Fund of 
2001 

• Decree of The Minister of Finance No. 
564/KMK.02/2001 

Issuance of Authorization Decree Letter (SKO) as a Foundation of 
Fund Legalization of Regional Production Sharing From Land and 
Building Taxation Revenues 

• Decree of The Minister of Finance No. 
655/KMK.02/2001 

Amendment to the Minister’s Decree No. 556/KMK.07/2001 re. 
Procedures of DAU and DAK Allocation 

• Decree of The Minister of Finance No. 
625/KMK.01/2001 

Amendment to the Minister’s Decree No. 99/KMK.07/2001 re. 
Postponement of Regional Borrowing Implementation 

• Decree of The State Civil Service 
Agency No. 9/2001 

Implementation of Government Regulation No. 97/2000 re. 
Formulation of Civil Servants 

• Decree of The Minister of Home Affairs 
No. 41/2001 

Regional Policy Repressive Control 

• Decree of The National Civil Service 
Agency  No. 43/KEP/2001 

Standard of  Structural Competencies of  State Civil Servants 

• Decree of The Minister of Home Affairs 
and Regional Autonomy No. 23/2001 

Forms of Regional Law Formation 
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• Decree of The Minister of Home Affairs 
and Regional Autonomy No. 22/2001 

Form of Regional Law Products 

• Decree of The Minister of Home Affairs 
and Regional Autonomy No. 17/2001 

Functional Control Authorization From Regions to the Governor 

• Decree of The Minister of Finance No. 
344/KMK.06/2001 

Concerning the Distribution of Funds Being Portion of Region from 
Natural Resources 

• Decree of The Minister of Industry and 
Trade No. 78/MPP/Kep/3/2001 

Concerning Guidelines of Minimum Standard of Service (PSPM) in 
the Trading and Industrial Field 

• Assignment’s Letter of The Minister of 
Home Affairs and Regional Autonomy 
No. 148/OTDA/2001 

- 

• Decree of The Minister of Home Affairs 
and Regional Autonomy No. 13/2001 

Government Administration Area Data 

• Circular Letter of The Minister of Home 
Affairs No. 061/729/TJ dated March 21, 
2001 

Regional Apparatus Formation 

• Decree of The Minister of Home Affairs 
No. 80/MPP/Kep/3/2001 

Remittance of State Ownerships within the Department of Industry 
and Trade to be Transferred of Regional Government 

• Decree of The Minister of Home Affairs 
and Regional Autonomy No. 5/2001 

Child Labor Handling 

• Decree of The Minister of Home Affairs 
and Regional Autonomy No. 8/2001 

Guidance on Civil Servants Who are Chosen to be The Village 
Head or Appointed to be Village Apparatus 

• Circular Letter No. 911/2189/PUMDA Guidance on Planning and Implementation of Routine TA 2001 
Budget Towards Vertical Department Institutions which will be 
Authorized to The Regional Government 

• Circular Letter No. 118/1500/PUMDA Rearrangement of Authority and Institutions 
• Circular Letter No. 118/1379/PUMDA Working Plan on how to Accelerate the Implementation of Laws 

No. 22 and 25 of 1999 
• Decree of The Minister of Home Affairs 

and Regional Autonomy No. 16/2000 
Guidance on Forming Regional Government Association and 
Fixing Regional Government Representative Association as 
Members of  Regional Autonomy Advisory Board 

• Decree of The Minister of Home Affairs 
and Regional Autonomy No. 118-
281/2000 

Forming Regional Autonomy Advisory Board Secretariat 

• Decree of The Minister of Home Affairs 
No. 556/KMK.03/2000 

Procedures of DAU and DAK Distribution 

• Decree of The Minister of Home Affairs 
No. 523/KMK.03/2000 

Procedures of Budgeting, Funds Distribution, Responsibility and 
Reporting of Deconcentration Implementation and Assistance 

• Decree of The Minister of Home Affairs 
and Regional Autonomy No. 50/2000 

Guidance on Organization Formulation and Regional Regency/City 
Apparatus Working Procedures 

• Decree of The Minister of Home Affairs 
and Regional Autonomy No. 48/2000 

Guidance on Letter Writing Procedures within Regency/City 
Governments 

• Decree of The Minister of Home Affairs 
and Regional Autonomy No. 47/2000 

Guidance on Letter Writing Procedures within Provincial 
Government  

• Decree of The Minister of Home Affairs 
No. 65/99 

General Guidance on How to Arrange a Mutual Assistance 
Association in the Kampung 

• Decree of Minister of Home Affairs No. 
64/99 

General Guidance on How to Arrange Village 

• Decree of Minister of Home Affairs No. 
63/99 

Implementation Guidance and Adjustment of Terminology in 
Organizing Kampung and Village Government 

• The Regulation of Minister of Home 
Affairs No. 4/99 

Extraction of Several Regulations, Decrees and Instructions 
Concerning the Implementation of Law No. 5/1979 re. Village 
Government 
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ANNEX 2 2 

MINIMUM STANDARDS:  A CONCEPTUAL INTRODUCTION AND COUNTRY EXAMPLES 

Introduction 
 
This paper introduces the concept of minimum service standards, through examining their implementation in nine 
countries.3 (Table One presents summaries of types of minimum standards, controls and non-compliances for each 
of the countries.)    
 
The objective of the paper is to provide a conceptual understanding and international experience to the discussion on 
minimum standards in Indonesia. 
 
The main findings include: 
 

• There are a variety of methods of setting minimum standards.  Choice of method depends on political 
system, goals and sectors.  

 
• There are two categories of minimum standards.  These are Legalistic or Rules Based and Performance 

Standards.  Legalistic Standards are often set technically, through technical standards and financial 
standards, whilst performance standards are set in the form of guidelines or targets through setting outcome 
goals.  

 
• Measurement of the performance of local government in attaining minimum standards is crucial. This can 

occur in a variety of ways as inputs, outputs or outcomes. Standards can be set in each.     
 
• Normative goals, often focused on performance equalization, determine the standards set.  However, these 

must account for local capacity. Minimum standards often become the means to attain the normative goal. 
 

• The political system of the country, and the legal and constitutional autonomy of the local government, 
determines the extent to which central government can set minimum standards for local level compliance. 

 
• The fiscal transfer system affects the ability of central government to enforce minimum service standards. 

Special grants provide the best mechanisms to enforce minimum standards of service delivery.  
 

• Unfunded mandates are a key concern in setting minimum standards. 
 

• The constitutional autonomy of the local level somewhat determines controls and subsequent non-
compliance mechanisms.  

Defining Minimum Standards 
 
Minimum standards are a set of goals for service delivery with the purpose of ensuring a measure of equalization in 
functional service delivery by different levels of government across geographic jurisdictions.  Standards are often set 
in pursuit of a broader political goal; thus, normative considerations underpin them.  Central government, but more 
recently citizens groups, monitors implementation thus; they often function as indicators for service delivery.  
Ultimately, however, minimum standards are a mechanism of control over lower tiers of government. 

                                                
2  Prepared by Soraya Goga. 
3  These include Canada, the Czech Republic, Denmark, Turkey, France, United Kingdom, Germany, and Mexico.   
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Types of Standards 
 
There are two main categories of standards.  These are Performance Standards and Rules Based Standards.     
 
• Performance Standards sets goals on the results of service delivery. They are often measured as outcomes.  

Standards set are thus ‘Outcome Standards’. 
 
• Rules Based Standards are often set through legislation.  Their measurement occurs technically through 

detailed specification of the way in which the service is provided, or financially as inputs and outputs.  
Standards set are ‘Technical’, ‘Input’ or ‘Output’ standards.  

 
The choice of one or the other is dependent on the constitutional and political system. In general, technical standards 
preside in countries where constitutions stipulate a system of rules based controls.  Performance standards are 
popular in countries where control occurs in less formal ways.  Technical standards are also used for quality control 
or for public safety reasons; thus even in countries with a performance based control system, technical standards are 
often used in certain sectors to ensure quality control and public safety.   
 
• France, Germany and Turkey are examples of countries where control, and therefore standards, are rules 

based.  In both country’s the higher tiers of government set technical standards and insist on compliance.  
 
• Australia, the United Kingdom, and Denmark focus largely on performance standards. 
 
• Canada, and Norway use a combination of both, depending on the sector concerned.  However, even within 

the sectors, minimum standards are set only in national priority areas.  Some examples are the education sector 
(curriculum development aspect), health (standards on time taken for health care provision), childcare, 
construction (public safety issues), land use, and food inspections.   

 

How are they Set? 
 
The method of standard setting veers on a continuum between guidelines on service delivery and actual specification 
of technical details of service delivery.  Guidelines usually set out the normative goals that the government entity 
must achieve.4  Local government must then adjust its programs to comply with centrally determined aims and 
objectives.  Targets are usually numerical goals.  Guidelines and Targets are usually associated with performance 
standards.  Technical specification of standards, the most detailed of standards, detail every aspect of service 
delivery and are often legally binding.  

 
   Guidelines     Targets       Technical Specification 

 
The method of standards setting (i.e. guidelines, targets or specifications) is dependent on a variety of factors.  These 
include:  
 

o The degree of autonomy of the lower tiers of government.  In general, the more autonomous the local 
government, the more likely it is that standards are set as guidelines, e.g., United Kingdom. 

 
o Central government finance through general grants and specific grants.  Generally, targeted grants 

stipulate a clear set of objectives and minimum standards for the lower tier of government.  General 
grants often limit the extent to which standards are set, e.g., Canada for the former and Denmark for 
the latter.  

 
o The purpose of the standard, i.e., what you want to know or how you measure performance, e.g., cost, 

outputs, effectiveness, etc.  

                                                
4  In the UK, each elected national government sets aims and objectives.  Local governments must design their services to meet 

these aims and objectives.   
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Measuring Minimum Standards 
 
The measurement of the performance on the standard occurs in a variety of ways.  This includes inputs, outputs or 
outcomes; thus, indicators towards the measurement of attainment of a standard can be set using each.   
 
• Inputs measure resources and capacity mobilized in the form of costs, time, and people.  Typically, central 

government measures the cost of running a lower level of government, which incorporates the cost of the 
provision of services.  Report back occurs through standardized reporting of budgets.5   

 
• Outputs are the specific activities, processes and projects that directly result from inputs.  Most typically, 

governments set output indicators as numerical goals, e.g.,  specifying the number of children per classroom.  
Sectoral department most often set these.  Output standards and technical standards are related, and often attain 
a public safety or equalization goals.  Typical areas include construction, and food safety and some aspects of 
education such as curriculum.   

 
• Outcomes refer to the direct consequence that follows from an activity as they affect the final client or end-

user.  Outcomes can measure accountability of response of lower tiers to their clients (i.e., communities).  More 
recently, these are locally determined, i.e., local sets desired outcomes, and monitor the achievement of the 
outcomes.  The audience is often the local government’s clients6.   

 

Recent Trends in Setting Standards 
 
Traditionally, central governments set detailed and legalistic standards on inputs, outputs and technical standards.  
More recently some central governments are starting to set guidelines and standards for performance goals that 
focus on outcomes, but include inputs, and output indicators.  Technical Standards remain, but are limited to those 
areas that have direct public safety implications.    
 
This has had three impacts on minimum standards.  First, the standards tend toward guidelines rather than actual 
specifications.  Second, standards are set on outcomes, which relate to broader normative goals.  Third, inputs and 
outputs are not set as standards but are instead measured as contributors to the overall goal; thus are measured 
through the way in which they contribute to the overall outcome and the set goals.  Diagram One articulates the 
relationship between these components.  
 

Diagram One:  Articulation of Inputs, Outputs and Outcomes 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                
5  However, in some countries there is a move to widen this reporting to include a system of rating, i.e. local government reports 

on aspects and issues as determined by central government to be able to determine a financial rating of that local government.  
An example is South Africa.  The standard of financial reporting set is equivalent to that of a commercial rating agency.   

6  See Denmark and the United Kingdom for examples. 

Inputs 
Budget 
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Outputs 
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Outcomes 
Effects on 
Targets 

Efficiency 
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The process for designing an inclusive system for measurement of standards includes a number of steps: 

o Step One:   set up criteria for measurement of performance, and determine the definition of these, e.g., 
efficiency, effectiveness.   

o Step Two:   determine measures for each, e.g., outcome measures can include benefits per groups of 
clients.  Access measures can determine WHO gets the benefits.  Quality measure 
satisfaction and appropriateness asks the question of demand responsiveness.  Efficiency is 
measures as unit costs. 

o Step Three:   determine indicators for each.7 
o Step Four:   set up data collection mechanisms. 

 
Australia represents a good case study example in addressing performance holistically.   
(Appendix 1 shows the Measurement of Efficiency and Effectiveness in Australia) 
 
The audience for reporting of achievement of standards is shifting from central government to the client of the local 
authority or the end user.  This results in a concomitant accountability switch for local government with increasing 
emphasis on the client rather than on central government.  
 
Some specific examples on these recent trends include United Kingdom, Denmark and Australia.  In these cases, the 
national government sets guidelines for service delivery standards.  Local governments have autonomy in carrying 
out these guidelines.  Furthermore, in both these cases, the primary audience for the measurement of performance is 
the client or end user or citizen rather than the central government. 
 
• United Kingdom is a unitary system that emphasizes the autonomy of local government in carrying out their 

functions.  As such, standards in the delivery of services are not detailed but are set as guidelines.  Local 
government accountability in service delivery is oriented towards their clients rather than national government.  
The UK has several interesting innovations including its citizen’s charter and an audit commission that 
evaluates local governments in a comparison to each other and against their own targets.   

 
• Denmark’s constitutional and legislative framework, like that of Indonesia’s Laws 22 & 25/1999, gives local 

governments autonomy.  The imposition of standards by the central level has occurred largely through 
earmarked grants.  This has changed in recent years with the switch to grants that are more general.  Denmark’s 
local authorities now set their own standards and are accountable to their clients rather than only to central 
government. 

 
• Australia is a federal state.  The Review of Commonwealth and State Service Provisions develops and 

publishes performance indicators to assist governments in assessing their efficiency and effectiveness.   Citizens 
Charters are common.  Service quality standards are generally established through a review process involving 
customers and staff.      

 
Countries with more traditional standard setting mechanisms include Canada, Turkey, Germany, France and the 
Czech Republic.  Canada provides an example of how grants are used to stipulate performance standards.  The 
Czech Republic provides an example of the use of a negotiation process and an institution to ensure central-local co-
ordination in service delivery. 
 
• Canada’s constitutional system restricts the autonomy of local government.  This affects the nature of central 

and provincial governments engagement with local government.  These conditions differ vastly from 
Indonesia’s where Laws 22 & 25 recognize the autonomy of local government.  Nevertheless, detailed 
standards occur in specific instances where:  (i) the province supplies earmarked grants; (ii) where health and 
safety is an issue.  

 

                                                
7  There are several types of indicators, each measuring the results of inputs, outputs or outcomes.  Input indicators measure 

resources required, output indicators measure results of the effort, outcomes measure the broader impact of the activity.   



Decentralizing Indonesia 

 88

• The Czech Republic has not yet developed a system of standards.  However, like Indonesia, it gives autonomy 
to the local level.  The negotiations with the Union of Municipalities are an interesting concept for Indonesia.   

 
• Turkey is a centralized, deconcentrated country.  This is unlike Indonesia under Laws 22 & 25/1999.  It 

therefore represents an example of the most onerous imposition of standards and control.  Such a system is 
contrary to Indonesia’s Laws 22 & 25/1999.   

 
• In Germany and France standards are legalistically set and are technically specified. 
 

Financing, Budgeting and Unfunded Mandates 
 
The setting of minimum standards on functional obligations assumes an ability of the local authority to pay for the 
provision of services, and for the monitoring of such services.  As a rule, the provision of central government funds 
implies a concomitant setting of standards by that level of government.  
 
Functional obligations and meeting minimum standards and performance measures can relate to the 
intergovernmental transfer system.  Traditionally, minimum standards accompany earmarked grants. These are often 
detailed.  In several instances, these are allocated through competitive, and matching criteria. Some examples 
include Canada and the United States. 
 
The switch from earmarked grants to a more general allocation has lessened national governments ability to control 
local governments through setting standards.  This is particularly noticeable in the Nordic Countries such as 
Denmark. 
 
Unfunded mandates is a concern in most countries.  Mechanisms to address unfunded mandates include 
constitutional, legal and negotiated.8 
 
• Constitutional Mechanisms: Functions are enshrined in the constitution.  The transfer of functions to the local 

level dictates a constitutional change.  Examples are South Africa and the Czech Republic. 
 
• Legal Mechanisms: Functions of the state government may only be shifted in cases provided for by law, e.g., 

the Czech Republic.  
 
• Negotiated Mechanisms:  In Canada and Denmark local and central levels negotiate the shifting of functional 

responsibilities and their concomitant standards.  The allocation of additional funds to that tier of government 
must accompany the shift. 

 
Some trends and good practices include:  
 
• Canada:  The Federal government will not use its spending power to create new shared-cost programs in areas 

of exclusive provincial jurisdiction without the consent of a majority of the provinces.  Central government 
designs new program so that non-participating provinces will be compensated provided they establish 
equivalent or comparable initiatives. 

 
• Czech Republic:  Functions of state administration may be shifted only if provided for by law. 
 
• Denmark: Local government has recourse to the constitution against any unlawful intervention of the state in 

local government affairs.  Ministries must negotiate expenditure effects of each legislative proposal with 
National Association of Local Authorities, and agreement must be reached before the proposal is presented to 
parliament.  A line ministry that places additional spending requirements on local governments is obliged to 
finance the resulting increase.  Central government adjusts the general grant is every year to balance the 
calculated effects of new functions on local government spending.   

                                                
8  Rumania and Russia are good examples of these but are not discussed in this paper. 
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• Germany:  The States or Lander must pay for tasks that they exercise themselves.  Where Lander act as agents 

of the federal government they must be compensated by the federal government.  The Lander are responsible 
for ensuring that their municipalities funded adequately.  Municipalities may transfer tasks which exceed their 
financial capabilities to supra local units such as counties.   

 

Controls and Non-Compliance 
 
Controls and actions on non-compliance depend on intergovernmental relations, and thus on the political system.  
Categories of control and non-compliance mechanisms include administrative controls (including policy and 
planning controls), legal controls, financial and fiscal controls, and parliamentary controls.  Negotiated control 
mechanisms are also increasingly popular in Nordic countries.   
 
The type of control system, and concomitant non-compliance redress is determined by the constitutional apparatus 
operating in that context which determines the legal standing of the lower tier of government.    
 
• Where the lower tier of government has constitutional standing, parliamentary controls and legal controls are 

popular.     
 
• Where the lower tier has a lesser degree of autonomy, administrative controls are common.  These include 

central government mandating local compliance with the national policy and planning framework, the taking 
back of functions, and the dismissal of the local government officials or legal redress though Administrative 
Courts.   

 
• Financial and budgetary controls, particularly through the provision of earmarked grants are also common.  In 

this case, the withholding of funds is a often used as a control tool.  
 

Conclusion: Indonesia and Minimum Standards 
 
Indonesia is a unitary state that accepts the autonomy of lower tiers of government.   This affects the way in which 
minimum standards are conceptualized and applied. Current regulations on minimum standards do recognize this 
independence.  They do also cover some of the necessary areas to guide minimum standards formulations, however 
they are deficient in several other ways.  The following are some observations on the legal and regulatory 
framework on minimum standards in Indonesia. 
  
• Government regulations, in line with autonomy rules, states that minimum standards should be set as guidelines.  

Government Regulation 25/2000 states that the responsibilities of the central government includes ‘the creation 
of guidelines for the development of minimal service standards within sectors which are the responsibility of 
cities and regions’.  Several other sections, which detail the responsibility of the sectors, also refer to minimum 
standards.  Any approach to minimum standards must recognize this.  

• Line ministry normative goals currently do not exist; therefore, guidelines may be difficult to formulate. 
• Existing regulations recognize the accountability of local government  to its constituents, rather than only to 

central ministries.  Government Regulation 108/2000 on Responsibilities of Heads of Local Government 
discusses the performance of local government and states that this should be based on an assessment of 
performance standards contained in the local 5-year plan.  However, it appears to view these as separate from 
any guidelines set by line ministries.   

• Regulations stipulate the measurement of performance by local governments.  Government Regulation 
108/2000 on Responsibilities of Heads of Local Government.  The explanation states that these standards 
should be based on a number of indicators including impact (dampak), use (manfaat), results (hasil), outputs 
(keluaran) and inputs (masukan)9.  However, these have not been defined. 

                                                
9  PERFORM, 2002.  Minimum Service Standards:  Current Status and Planned Activities at the Ministry of Home Affairs.  

From USAID, Indonesia, p. 8.   
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• The general grant or DAU is unconditional therefore it may be harder to enforce minimum standards using the 
general grant.  

• The DAK can be used as a mechanisms for enforcing minimum standards, however, it remains undeveloped.  
• Indonesia has yet to develop mechanisms to avoid unfunded mandates.  This negatively affects local 

government operations.  For example, the Minister of Education has announced a plan to increase teachers 
salaries with no reference to how this may be funded.10 

• Current Indonesian legislation has minimum mechanism of controls for non-compliance of minimum service 
standards.   

 
 
 
   
  

                                                
10  See Jakarta Post, March 2002, Government to Raise Teachers Salaries. 
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Table A 2.1:  Standards, Controls and Compliance 

County & 
Type 

Types of Standards Control and Non-Compliance Remarks 

Canada, 
Federal 
System.   
Local 
government 
functions 
stipulated by 
province. 

Technical Standards:  Provincial government 
sets technical standards for functions.  National 
standards have been jointly set in the Canada 
Health Act and the National Building Code, 
and Food Inspection.  Provincial government 
specific standards for the local provision of 
many goods and services.  Provinces allocate 
grants to local governments conditional on 
certain performance standards.  Local 
governments must meet highly detailed 
performance standards qualify for provincial-
local grants.  
 
Quality and Performance standard:  
evaluate performance in terms of output 
measurements and measurements of quality.  
Traditionally, controls focused on whether the 
funds were being spent according to the 
regulatory framework rather than whether the 
desired outcomes were achieved.  The general 
trend in municipal financial management is a 
combination of ensuring money is spent legally 
and wisely.  Value-for-money auditing 
becoming important.  Municipalities have 
argued that they lack the flexibility to adjust 
federal and provincial programs and services to 
meet local conditions and circumstances. 

National/Provincial:  Admin Control - Lieutenant 
Governor appointed by federal government.  Policy 
- Ministers and Officials from corresponding 
departments meet to share views and negotiate.  
Meeting of First Ministers Occurs Regularly.  
 
Local/Provincial:  Legal – Provincial government, 
through the Ministry of Municipal Affairs, 
intervenes through directives and mandates with 
little consultation.  Provinces can rescind local 
functions without consultation.  Financial:  Certain 
provinces use earmarked grants to ensure control 
over local government.  Provinces retain control 
over local borrowing. 
 

Canada’s constitutional system 
restricts the autonomy of local 
government. This affects the nature of 
engagement with local government.  
These conditions differ vastly from 
Indonesia’s where the autonomy of 
local government is recognized under 
Laws 22 & 25/1999. 
 
 Nevertheless, detailed standards 
occur only in specific instances where:  
(i) the province supplies earmarked 
grants; (ii) where health and safety is 
an issue. 
 
Canada’s constitutional system allows 
for strict measures of control by 
Provinces over Local Governments. 
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Czech 
Republic, 
Unitary, 
national 
government + 
2 local levels. 
Municipal 
responsibilities 
specific and 
delegated. 

 Legal - National Government, supervised by the 
Ministry of Interior, can intervene to supervise local 
regulations.  Can rescind any local regulation 
deemed ‘unsuitable’.  Parliament:  Assesses 
municipal local regulations that are 
‘unconstitutional’.  Constitutional Court decides if 
local regulations are constitutional. 
 
Budgetary and Financial:  Local governments 
have discretion to borrow.  Earmarked subsidies 
imply a measure of control.  Little revenue control.   
 
Negotiations:  Union of Municipalities negotiates 
on behalf of local governments. 

The Czech Republic has not yet 
developed a system of standards.  
However, like Indonesia, it gives great 
autonomy to the local level. 
 
The negotiation with the Union of 
Municipalities is an interesting 
concept for Indonesia.   

Denmark, 
Unitary, two 
tier local 
government  

Technical Standards:  The transformation of 
the grant system to non-matching grants has 
meant that local authorities thus have much 
freedom to set up own standards.  Very few 
minimum requirements as to the content of 
local service provision.  When these are 
stipulate, as in education, they give guidelines 
on how to provide the service, rather than on 
quantitative stipulations on provisions of 
service.   
 
Quality and Performance Standards:  The 
local authorities set these by themselves.   
They monitor them through service statements, 
quality management and one-stop shops.   
 

Planning:  Ministry of Environment is responsible 
for national; planning, including framework for 
regional plans.  Financial:  Professional auditing 
required.  Switch from earmarked, selective, 
matching grants to non-matching general grants 
means that central government no longer use grants 
as a mechanism of control.  Standards:  Local 
authorities thus have much freedom to set up own 
standards.  Very few minimum requirements except 
in educations.  Legal:  Administration of 
municipalities must be accordance with legislation, 
but municipalities can manage their own affairs.  
The Ministry of the Interior through the County 
Supervisory Committees controls legality of acts of 
local authority.  The supervisory committee consists 
of the County Prefect and 4 elected members.  The 
Prefect is nominated by the central government.  
Negotiated:  Annual negotiations between central 
government and local government association for 
consensus on level of expenditure and taxes at a 
local level.  Inter-governmental activities are also 
very common. 

Denmark’s constitutional and 
legislative framework, like that of 
Indonesia’s Laws 22 & 25/1999 gives 
local governments autonomy. 
 
This has meant that the imposition of 
standards by the central level has 
occurred mostly through earmarked 
grants.  This has also changed in 
recent years with the switch to grants 
that are more general. 
 
Denmark’s local authorities now set 
their own standards and are 
accountable to their clients rather than 
only to central government.   
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Germany, 
Federal state 
with three tiers 
of 
administration: 
Federal, Land 
(state) and 
local. Local are 
institutions of 
indirect state 
administration. 

Governed by Rule of Law, and therefore 
standards are set, administered and controlled 
legally. Performance Standards do not exist.  
Instead, performance is monitored through 
budgetary means.  Standards are thus set to 
specific objectives but as Technical 
Specifications.  These include areas such as 
environmental protection, social policy (social 
assistance), traffic circulation, and land use 
planning (construction standards). 

Legal:  Administrative Courts exist to ensure that 
authorities comply with the law BUT Federal 
Parliament cannot object to the laws of the lower.   
Administrative:  Planning Committees consisting 
of all levels of government co-ordinates activities.   
Financial:  Federal funds investments made by 
lower levels so exercises financial control in that 
way. 

Germany’s rule by law means that 
standards set are technical, rather 
than performance based. 
 
Although Germany is a federal 
country, these technical specifications 
and rule by law imply a measure of 
control over lower levels. 

Turkey, 
unitary, 
national 
departments, 
deconcentrated 
provinces and 
local 
government. 

Technical Standards provided by each central 
function. 

Legal & Administrative & Financial:  Ministry of 
Interior exercises control through General Directory 
pf local government.  This monitors local authority 
budgets, ensures expenditure confirms with current 
laws and procedures approves staffing.  
Administrative tutelage vested with provincial 
governors.  Minister of Interior has power to 
suspend Council and dismiss elected Mayors. 
Administrative:  Administrative Courts Exist 
consisting of Council of State and Regional 
Administrative Court.  CoS is consultative body.  
Admin Courts review acts and proceedings of 
central and local authorities.  State has regulatory 
powers.  Ministry of Interior responsible for legal 
framework of local.   

Turkey is a centralized, 
deconcentrated country.  This is unlike 
Indonesia under Laws 22 & 25/1999. 
 
It therefore represents an example of 
the most onerous imposition of 
standards and control.   
 
Such a system would not work in 
Indonesia as it is contrary to the spirit 
of Laws 22 & 25/1999.   
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France   France, like Germany, concentrates on rule by 
law, rather than performance.  Management 
control takes the form principally of a formal 
control through legally stipulated processes. 

Policy:  State alone has regulatory powers.  Sate 
therefore determined public policy.  
Administrative: Courts exist which review acts of 
lower tiers.  In each department, there is an inter-
municipal committee, which formulates proposals 
and evaluates on a strictly advisory basis.  Other 
mechanisms of formal controls also occur.  There 
are 2 formal co-ordination mechanisms.  Prefect has 
close relations with State and local authorities. 
Administrative courts review acts of state and SNG 
other than legislation.  Legal:  State can control 
local authorities only through independent judicial 
courts.  Budget and financial:  exists to limit 
expenditure.  Revenue is limited by principle of 
balancing budgets and requirement that public 
authorities have cash managed by public control.  
French have considerable freedom.  State gives 
block grants. Regional Courts of audit play a role in 
budgetary and financial matters.  Performance:  
All legalistic controls. 

Like in Germany, control through rule 
by law.  

Australia 
Federal state, 
local 
government is 
a creature of 
the state. 

Federal government requires Performance 
Standards.  Review of Commonwealth and 
State Service Provisions develops and 
publishes performance indicators to assist 
governments in assessing their efficiency and 
effectiveness.   Citizens Charters are common.  
Service quality standards are generally 
established through a review process involving 
customers and staffs and staff.  Standards are 
concerned with factors like time taken and 
accuracy rather than outcomes.    

Administrative:  Central agencies of the federal 
government such as the Local Government Division 
of Dept of Environment, Treasury, etc. ensure 
accountability in different sectoral areas. 
Intergovernmental agreements of various kinds 
exist mainly to oversee intergovernmental 
programs.   
Financial:  Audit offices report to parliament and 
maintain financial oversight.  Commonwealth 
Grants Commission advises on allocation of general 
grant. 

Australia’s Review of Service 
Provision is a comprehensive 
approach to the setting of performance 
standards.  For more information, see 
Appendix A.   
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UK, unitary, 
single tier of 
local 
government  

Technical Standards:  National Government 
sets standards services delivered but local 
authorities determine how the standards should 
be achieved.  This is based on successive 
governments have had specific nation-wide 
objectives in relation to certain services.  For 
example, the government has national aims and 
objectives in the fields of business deregulation 
and education, the achievement of which relies 
on local government playing its part. 
Performance Standards:  Audit Commission 
carries out national value-for-money studies 
against a list of indicators.  Produces a 
comparative national publication of local 
authority indicators.  Councils must also 
measure and report own performance against 
these indicators and publish results in a local 
newspaper.  Indicators cover the level of 
service provided, efficiency; effectiveness, 
?cost, ?quality, performance against the council’s 
own targets.  
Quality standards:  Citizen's Charter to define 
clear standards of service for users of public 
services and a clearer definition of output 
targets for public sector organizations.  

Local authorities not subject to general 
administrative supervision by an external body – 
responsible to electorate.  Financial: prepare 
account in form and timetable prepared by statutory 
regulations and a code of accounting practice.  
Government can influence local expenditure, 
allocation of resources, level of local taxation and 
local authority management practices.  Standards:  
Also publish standard performance based on 
standard set of measures.  Provides for government 
to specify national standards.  Department of 
Environment is main central government 
department.  Negotiated: Ombudsman deals with 
conflict. 

The United Kingdom is a Unitary 
system that places great emphasis in 
the autonomy of local government in 
carrying out their functions. 
 
As such, performance standards in the 
delivery of services are not detailed 
but instead work as guidelines. 
 
Like Denmark, local government 
accountability in service delivery is 
oriented towards their clients rather 
than national government. 
 
The UK has several interesting 
innovations including its citizen’s 
charter and its audit commission that 
evaluates local governments in a 
comparison to each other and against 
their own targets.   
 
 

Mexico, 
federal, 
national 
provincial and 
municipal 
levels of 
government 

Performance Standards:  Launched in health, 
education, nutrition & labor according to 30 
indicators of efficiency, efficacy, quality & 
results.  

Administrative:  Federal Secretariat of Interior is 
responsible for relations between the federal 
executive, the state governments and municipal 
authorities.  Planning: Planning Law provides that 
Secretariat of Public Finance and Public Credit co-
ordinates regional planning between states and 
municipalities.  Negotiated:  Social Development 
Agreements where state and municipal governments 
negotiated welfare programs.  Municipal 
Development agreements are agreements through 
which state governments transfer resources to 
municipalities.    

Mexico’s 30 indicators sound like a 
bureaucratic and performance 
nightmare to monitor.   



Decentralizing Indonesia 

 96

ANNEX 3 

MINIMUM STANDARDS AND PERFORMANCE REPORTING IN AUSTRALIA 
 
The Australian Government most comprehensively reports the performance of local governments in service 
delivery.  Standards are not set in the traditional way of specification, but instead towards performance goals of 
effectiveness and efficiency.  Local governments must, therefore, perform their services, and report their service 
performance in terms of these two goals.  They do so using all the measures of performance including inputs, 
outputs and outcomes (Diagram Two). 
 
 
 
 
 
Effectiveness is a reflection of how well the outputs of a service achieves the central governments objectives of that 
service or the outcome.  Efficiency refers to how well organizations use their resources (or inputs) to produce that 
service or the outcome.  These are measured through a variety of indicators, as listed in the tables below.      
  
Effectiveness 

Definition What are you 
measuring 

What Indicators to 
Use 

Implications for Setting 
Standards 

Data Collection 

Outcomes Benefits per 
group of people 

How many use the 
service? 

Set % of users who benefit, 
e.g., 80% of kids must go to 
school. 

At point of user 

Access Who gets the 
benefits? 

Who uses the 
service? 

Set target users, i.e., 90% must 
be poor. 

At point of user 

Quality Are they 
satisfied with the 
benefit? 

Do clients like it? 50% must be satisfied. Survey 

Appropriateness Is it demand 
responsive? 

Do users think it 
benefits them? 

40% must get jobs upon 
graduation. 

Survey 

 
Efficiency 

Definition What are you 
measuring 

What Indicators to 
Use 

Implications of Setting 
Standards 

Data Collection 

Input Staff Time 
Budget 

How much 
time/people? 
How much spent? 

Advocate # of people and type 
of position 
Set spending limits or 
minimums 

Internal to 
service provider 

Output Physical 
Measurable 

How many? 
What Type? 
What size? 

# of schools 
Specifications on school 
buildings 

Internal to 
service provider 

 
The Commission demands such reporting by lower levels of government, and then reports these comparatively in a 
written and publicized report.  This allows the end user to compare services they receive with those supplied by 
another local government; thus fostering accountability. 

Desired 
Outcome 

Inputs Outputs Actual 
Outcomes 
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ANNEX 4  

EXPENDITURE ASSIGNMENT IN SELECTED COUNTRIES  
 

 Defense Foreign 
Affairs 

Int’l 
Trade 

Environ-
ment 

Cur. 
Bank 

Interstate
Trade 

Immig. Unempl. 
Insur. 

Air 
Rail 

Industry 
Agriculture 

Educa- 
tion 

Health Social 
Welfare 

Police High- 
ways 

Natural 
Resources 

Residual 
Powers 

                  
Argentina: (1) F F F  F F   F,S  F,S,L F,S,L  F,S F,S F,S  
 (2) F F F  F F   F,S  F,S,L F,S,L  F,S F,S F,S S 
Bangladesh: (1) F F F  F     L L L L L L L  
 (2) F F F  F     L L L L L L L  
Brazil: (1) F F F F,S F F F F F F,S F F,S F,S F,S F F,S S 
 (2) F F F F,S F F F F F F,S F,S,L F,S,L F,S F,S F,S F,S,L S 
Czechoslovakia: (1) F F F  F F F   S L L S   F    
 (2) F F F  F F F   S L L S,L F    
India: (1) F F F F,S F F F  F,S  F F,S  F,S S F,S S F F,S F 
 (2) F F F F,S F F F F,S F F,S F,S,L S,L  F,S  S F F,S F 
Indonesia: 2000 F F F  F     F,S,L F,S,L F,S,L      
 2001 F F F  F     L L L L F F,S,L  L 
Japan: (1) F F F       L F,L F,L F,L L  L  
 (2) F F F        L F,L F,L F,L L L  
Malaysia: (1) F F F L F F F  F F,S F F,S F,S F F S F 
 (2) F F F L F F F  F F,S F F,S F,S F F  S F 
Mexico: (1) F F F F F F F  F F F,S F,S  S,L   S 
 (2) F F F F F F F  F F F,S F,S  S,L   S 
Nigeria: (1) F F F F,S F F F  F F,S  F,S  S,L  F F,S,L F,S,L F 
 (2)                  
Pakistan: (1) F F   F  F F,S F F,S F,S,L  F,S,L F,S S F,S  F  S 
 (2) F F   F  F  F  F,S S,L  S,L F,S S F,S  F  S 
Philippines: (1) F F F  F F     F  F      
 (2) F F F   F F     S,L  S,L S,L    
Thailand: (1) F F F  F      L L  L L   
 (2) F F F  F      L L  L L   
Yugoslavia: (1) F F F  F F F  F  S S S  F F  
 (2) F F F  F F F    S,L S,L S,L     
                  

 
(assignment of constitutional powers) 

Canada F F F F,S F,S F C F F,S C S S(F) F,S F,S S F,S F 
United States F,S F F F,S C F C F,S F,S S S,F S(F)  F,S F,S S S 
Switzerland F F F C F F C C F,C F,S C,F,S S,C F,C S FS  S 
Australia F,S F C F,S C C C C F,S S,C F,S F,S C S,F F,S F S 
Germany F F,S  C C  C C F,C C C,S C,F,S C C,S C C S 
Austria F F  F,S F  F F F F F,S C,F,S C F,S F,S C S 
                  
Source:  Anwar Shah, Perspectives on the Design of Intergovernmental Fiscal Relations, Policy Research Working Paper Series, No. 726, July 199l; Dherpinger  
Distribution of Powers and Functions in Federal Systems, Ottawa, 1991, Appendix B. 
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ANNEX 5  

GENERAL GRANT (DAU) ALLOCATION 2001 AND 200211 
A better understanding of the evolution of the DAU allocation criteria to-date provides a useful background for 
current and future constraints in its further development.  The main differences between the 2001 and 2002 DAU 
allocation criteria were that the latter: (i) increased the formula component that sought to encompass both fiscal 
capacity and expenditure needs in fiscal equalization to almost half; (ii) did not include legacy center-region 
INPRES/SDO allocations, but only estimates for actual post-decentralization realized regional wage bills for 2001; 
and (iii) increased the lump-sum component that was equally distributed across regions. 
 
The DAU 2002 “penalized” mainly richer regions by introducing some consideration for shared natural resources 
taxes (SDA) in the formula component, as well as increasing the weight of the formula component in the overall 
allocation.  Under the new allocation scheme, especially natural resource rich regions stood to get less than last year 
because the new formula increasingly accounts for the regional share of the SDA tax base.  These resource revenues 
were left out of the formula for 2001—due to late availability of data.  These changes, however, ultimately forced 
the government to introduce a “no-harm” clause in the DAU 2002 allocations, reflecting possible future constraints 
in improving the DAU’s fiscal equalization as evaluated on the basis of a series of “technical” criteria.  It is these we 
turn to in the subsequent section. 

DAU 2001 Distribution 
The DAU 2001 allocation – totaling Rp. 60 trillion or about $6 billion (4.1 percent of GDP) -- was distributed across 
30 provinces and 336 local governments (outside of Jakarta).  Final amounts were announced in December 2000 as 
per Presidential Instruction (Keppres) 181.  As per Law 25/1999, 90 percent of the total DAU was distributed to 
local governments.  It was based primarily on historical considerations to ensure that regions did not get less central 
transfers than in the past (i.e., a no-harm clause respective to previous INPRES/SDO allocations), as well as an 
attempt to accommodate additional civil servants and responsibilities under decentralization starting in 2001.12  The 
grant included a limited formula component (about one fifth of local government allocations) that considered actual 
fiscal capacities and expenditure needs, as well a marginal residual lump sum component.13 
 
A Rp. 3 trillion contingency was also allocated in 2001 in two batches.14  Although on aggregate the regions – local 
governments if not provinces - appeared to be sufficiently resourced in 2001 to cover their new responsibilities and 
staff15 the use of contingencies allowed the government to respond to funding imbalances.  These included the 
impact of a retroactive wage hike mandated by the center in the Spring of 2001 and unanticipated costs owing to the 
final regional allocation to civil servants and the new organizations of local governments.16  The fact that provinces 
received over a third of the 2001 contingency allocations reflected some inherent vertical imbalance stemming from 
Law 25/1999, granting them only 10 percent of the DAU, as well as the fact that provinces tended to end up with all 
“residual” employees that the local governments were unwilling to accept. 

DAU 2002 
The DAU 2002 attempted to improve on the DAU 2001, and drew on extensive domestic and international 
consultations (cf SBPKPD 2001).  Budgeted allocations are Rp. 69.1 trillion (4.1 percent of GDP or 20 percent of 
total central expenditures).  Total shared taxes are estimated to add another Rp. 24.6 trillion to the regional coffers.  
                                                
11  Based on: Hofman, Bert, Kadjatmiko, and Kai Kaiser (2002).  
12  Special allocations were also made for the formation of new local governments.  And 34 new local governments received new 

kabupaten/kota formation induks in 2001.  Another 12 are slated for 2002. 
13  Lewis, Blane (2001b). 
14  The original APBN allocation was more than double that at Rp. 6.5 trillion, apparently more than sufficient to cover financing 

short falls.  The Rp. 2.831 trillion in contingencies were distributed in two batches of Rp. 1.1 and Rp. 1.7 trillion.  Provinces 
received Rp. 1.2 trillion, Rp. 0.933 trillion (15) and Rp. 0.293 trillion (27).  Local governments received Rp. 1.6 trillion, Rp. 
0.173 trillion (15), and Rp. 1.431 trillion (219). 

15  Lewis, Blane (2001a). 
16  With decentralization, local governments were allowed to determine their own organization structure (e.g., dinases, badans, 

and kantors).  Depending on size and local preferences, regions chose more expansive organizational structures and numbers 
of management positions.  The number of management positions (echelons) had a significant bearing on the local 
governments’ wage bill. 
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The budget also allocated an additional Rp. 2.054 trillion “balancing” fund (dana penyeimbang), which effectively 
served as a contingency allocation.  The DAU was to be allocated across 348 local governments (including twelve 
new municipalities) and 30 provinces. 
 
Regional transfers in 2002 also include allocations for special autonomy.  Law 18/2001 (9 August) provides for 
Aceh’s Special Autonomy and Law 21/2001 (passed 22 October) provides for Papua’ Special Autonomy.  Aceh’s 
Special Autonomy Law gives it 55 percent of petroleum and 40 percent gas natural-resource taxes (rather than the 
standard Government Regulation 104/2000 (Article 12) of 15 percent petroleum and 30 percent of gas).17  The 
additional shared taxes give the province about Rp. 1.5 trillion, which should work out to an additional Rp. 375,000 
for each of the 4 million Acehnese.  Papuan’s stand to get 70 percent from oil and gas, plus a special allocation (2 
percent of the DAU amount).  Special autonomy for Papua currently costs an additional Rp. 1.38 trillion – about Rp. 
660,000 more for each of the 2.1 million Papuans.  From the more favorable oil and gas shares, Papua also gets an 
additional Rp. 0.14 trillion, or Rp. 64,000 per head. 18  

Basic DAU 2002 Distribution19 
The basic DAU 2002 for both provinces and local governments (kabupaten and kota) was allocated in three 
components:  lump sum, proportional wage bill allocation, and fiscal gap/formula amount for each region (i), where 
regions refer to either local governments or provinces.  90 percent of the DAU pool is allocated to local 
governments, the remainder to provinces.  To illustrate how the final DAU 2002 amounts were generated, we draw 
on the local government example, although the process of provinces is similar. 

(1). DAUi = LSi + PWBAi + FAi 

The lump sum (LS) reflects an identical amount for each region, depending on the available provincial or local 
governments resource pool.  The proportional wage bill allocation (PWBA) for 2002 is based on the actual 
annualized realized regional wage bill for 2002 (using September 2001 data).  It is proportional in that it does not 
actually cover each Rupiah of regionally expended wages.  The LS and PWBA were collectively referred to as the 
minimum or basic allocation.20  The local government allocations are based 10 percent on lump sum weight, 50 
percent on proportional wages, and 40 percent on the formula.  The provincial allocation was to be based on a 20 
percent identical lump sum allocation across all provinces or local governments, 30 percent realized wage bill, and 
50 percent formula. 
 
The formula amount (FA) sought to provide a measure of fiscal need that took into consideration fiscal capacity as 
well as expenditure needs.  Factors reflective of expenditure needs ultimately included regional population, area, 
poverty gap, and cost index data.  Fiscal capacity included expected own tax (PAD) revenues, shared taxes yields 
(i.e., land and building, and personal income tax), shared taxes, and (partial) natural resource revenues. 
 
Table 1 of the Statistical Annex highlights the diversity of some expenditure needs (population, area, the intensity of 
poverty, and construction costs) and fiscal capacity indicators across local governments.  The population and area 
figures underscore the diversity in size of Local governments.  Prior to the economic crisis Indonesia make 
significant advances in reducing poverty, and the situation now again appears to have stabilized.  However, poverty 
gap measures underscore the additional significant inter-regional concentrations of poverty.  Construction price 
indicators suggest that it is almost twice as expensive for some local governments across the Indonesian archipelago 
than others.   
 
Striking also are the disparities in the per capita public sector wage bill, although disparities actually appear to be the 
lowest of the expenditure needs and fiscal capacity indicators presented.  In contrast, dispersion measures for per 
capita natural resource shares, land transfer taxes, and personal income tax shares exceed even the high levels of per 

                                                
17  As it stands, the arrangement appears to become less advantageous after 8 years, i.e. 2009. 
18  Aceh and Papau will apparently not get penalized for their additional natural-resource tax “fiscal capacity” under the 2002 

DAU balancing formula component. 
19  A series of STATA do files (procs_dau, dau_simul2002 series) reproduce the detailed allocation simulations, and are 

available on request.  Two LG simulation routines (a, b) reproduce the basic and modified (to ensure that no region gets less 
than the previous year) DAU 2002 allocations for 336 regions.  Two additional LG simulation routines (c, d) detail the steps 
to the final allocation using the new expanded population of 348 regions.  

20  Occasionally these are also referred to as balancing funds, which should not be confused with the balancing fund as it refers 
to overall central transfers. 
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capita incomes.  Per capita incomes of the richest regions exceeds that of poorest local governments by over 170 
times.  However, the ratios in income differentials are greatly reduced when enclave economy revenues such as oil 
and gas are removed.  Variations are also significant lower for per capita household expenditures (on the order of 6).  
Whereas all local government revenue sources (own and shared revenues) show significant disparities, notable are 
the large disparities in natural resource transfers, based largely on a derivation basis.21  Although regions potentially 
enjoy significant borrowing capacities based on current restrictions, this channel is currently only a very limited 
source of financing for local governments.  Average gross borrowing capacities – unadjusted for outstanding loans – 
are more than half out of total projected revenues for 2001 (367 versus 638 thousand). 
 
Table 2 of the Statistical Annex presents comparable expenditure needs and fiscal capacity indicators for the 
provinces.  The diversity of Indonesia’s thirty provinces (including the Special District of Jakarta) are underscored 
by the diversity in size and population measures.  Disparities in the per capita provincial wage bill are even more 
pronounced than at the LG level.  RGDP disparities are lower than at the LG level, but still striking, with some 
regions sixteen times richer than others by this measure.  Again, disparities in shared natural-resource revenues are 
high, but large are also those of the personal income tax shares and land transfer taxes, which are far more important 
for the provinces than the local government level, especially notable since overall per capita revenues for the 
provincial level are far lower. 
 
The total original lump sum allocations were Rp. 6.2 trillion per local government and Rp. 1.2 trillion per provinces.  
Local governments were to receive Rp. 18.51 billion per local government (or 31,875 per head).  Provinces received 
Rp. 46.1 billion per province or Rp. 10,063 per capita.  The introduction of a lump sum figure creates incentives for 
the formation of new regions, especially in the case of smaller provinces. 

(2). LSi = (LS-weight * Total DAU) / N 

For the proportional wage allocation, Rp. 31.1 trillion of the local government and Rp. 2.1 trillion of the provincial 
DAU were allocated by the relative percentage share of each local government or province in the total actual wage 
bill.  The DAU 2002 base data suggests that the total annualized wage bill in 2001 was Rp. 40.5 trillion for 336 local 
governments and Rp. 6.6 trillion for 30 provinces.   

(3). PWBAi = (Wage Billi/Total Wage Bill) * (Total DAU PWBA) 

The formula amount incorporates measures for fiscal capacity and expenditure needs to arrive at an allocation based 
on fiscal gap (FGi), imposing the condition that no region show a negative FG (and hence have to pay DAU!). 

(4). FGi = ENi - FCi (where FGi>=0) 

Fiscal capacity includes projected own revenues (PADi
*), tax shares (SXTi includes PBB, BPHTB, PPh shares for 

each region), and partial contributions of natural resource revenue shares (SDAi).  Projected own revenues were 
based on a regression of own revenues against region income for manufacturing and services.22 

(5). PADi
*= 2.357 + 0.00957*RGDPSIi 

Shared revenue amounts SXTi and SDAi were drawn from actuals for 2001.  As indicated by the formula, only 75 
percent of natural resource revenue shares received by each region enter into the fiscal capacity definition. 

(6). FCi = PADi
*+ STXi + (0.75*SDAi) 

The expenditure needs term incorporates an index for regional factors such as population, poverty gap, area, and 
price levels relative to national averages.23  The indexes are defined as the regional factors (e.g., POPi) divided by 
the national average (e.g., total population/N).  By definition the total of these individual indexes (e.g., IPOP) sums 
to N. 

(7). IENi= 0.4*IPOPi + 0.1 * IPOVGAPi + 0.1*IAREAi + 0.4*ICOSTRELi 

                                                
21  Local governments in the same province as the source local government also received some tax shares. 
22  The local government regression was run for annualized estimated FY2000 own revenue (PAD) receipts per region.  

Provincial PAD estimates were calculated as 0.87 percent of provincial manufacturing and services GDP.  Apparently the 
constant of the provincial regression was dropped, as it was negative. 

23  The poverty gap measure provides a reflection of the extent of poverty in that it measures the difference between expenditures 
(cf Deaton, Angus 1997:147).  The DAU 2002 used an exponent parameter of 1 for the ratio of the difference between the 
poverty line and individual expenditure divided by the poverty line for the poor. 
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An average expenditure needs (ENAV) of a region is not taken to reflect some actual costed out measure, but rather 
to be reflective of the total resource pool available (e.g., total revenues).  The unadjusted expenditure needs is hence 
simply the total resource pool available divided by the total number of regions.24  This expenditure needs allocation 
is then adjusted by the weighted expenditure needs index. 

(8). ENi = ENAV*IENi  

Intuitively, a region with an expenditures needs index below unity (i.e., higher than average population, area, 
poverty incidence, and cost index) will have a lower than average expenditure need. 
 
Under these assumptions, the total FG amount would have totaled Rp. 42.7 trillion.  However, FCi would have 
exceeded ENi for certain local governments.  As no region was allowed to receive less than zero,  
 
 
these twelve negative FGi were topped by a total of Rp. 2 trillion to equal to a total of Rp. 44.7 trillion.  The overall 
local government formula amount (FAtotal) of Rp. 28.4 trillion (40 percent of the local government DAU) was then 
allocated proportionately. 

(9). FAi = FAtotal * (FGi*FGtotal) 

The Regional Autonomy Advisory Board (DPOD, Dewan Pertimbangan Autonomy Daerah) approved the new 
DAU 2002 allocation formula on 30 August 2001 (see DPOD Sekretariat 2001).25  This decision was met by strong 
protests from the Parliament’s budgetary commission (DPR 2001), and of course regions that now noticed they 
would receive less than in the previous year. 

Amended DAU 2002 Distribution 
The final DAU 2002 allocation consequently required two further amendments:  (i) that no region would get less 
than the previous year’s DAU plus contingency; and (ii) that allocations be made for 12 new cities that had split 
from existing kabupaten.  Eleven provinces received Rp. 1.415 trillion and 72 local governments (out of the original 
336) received Rp. 2.851 trillion less than the previous year (Government of Indonesia 2001).  This no-harm clause 
meant an effective shortfall of Rp. 4.212 trillion.  In contrast, the remaining local governments received Rp. 9.2 
trillion more.  The working team did have a contingency of Rp. 2 trillion to work with, but this was clearly not 
enough, so clearly some changes to the previous allocations had to be made. 
 
The adjustment for the local governments proceeded in three steps:  (i) the hypothetical amounts under the no-harm 
clause were calculated.  For the local governments, this inflated the overall DAU amount from Rp. 62.2 to Rp. 65.1 
trillion; (ii) for the surplus regions, the difference made up by reducing their surplus by their share of the surplus 
times the deficit (i.e., Rp. 2.9 trillion); (iii) the surplus regions were then topped up again by a part of the 
contingency (Rp. 1.2 trillion for provinces and Rp. 0.855 trillion to the local governments).  The contingency was 
allocated in proportion to the reduction of the DAU of the surplus regions in the first stage (i.e., those that had given 
up the most DAU were also most compensated by the contingency distribution). 
 
The second set of adjustments were to account for the 12 new cities for 2002.  The final lump sum allocation was 
dropped to Rp. 17.87 billion per local government to reflect the new total of 348 local governments.  The wage 
allocations were kept the same for local governments that did not change.  Wage allocation for new cities were split 
from their old regions.   The revised fiscal gap FG allocations were based on the post-surplus (pre-contingency) 
redistribution amounts for the unchanged local governments minus the original minimum allocations (LS+PWBA).  
For the split local governments and their new cities the FG allocations were distributed according to population and 
area criteria.  A series of steps “fudges” then followed to arrive at the final allocations.26  The final DAU 2002 
allocation was approved by Parliament on 5 December 2001. 

                                                
24  The actual number used for the 2002 DAU simulations was Rp. 169.62 billion per local government based on an estimate of 

total expenditures in 2000.  Note that the choice of average expenditure needs does appear to affect the final allocations. 
25  Already there was a request that the government does its best to ensure that no region received less in 2002 that in the 

previous year.  The simulations were based on the prevailing DAU ceiling, which differed slightly from the amount that 
Parliament subsequently approved. 

26  Some regions such as Tapsel received contingency allocations.  These were allocated to the kabupatens and not the cities. 
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ANNEX 6 

DECONCENTRATED CENTRAL GOVERNMENT EXPENDITURES  
IN INDONESIA 

 
How much does the center spend relative to the regional governments? 
 
The objective of this note is to provide an overview of pre-2001 and post-decentralization deconcentrated routine 
and development expenditure (National DIKs and DIPs) sectoral and regional allocations.  With deconcentrated 
expenditures we mean central government expenditures (APBN) that are spent by government in the regions, but 
that do not enter the local government budgets (APBD).  Consequently we consider the historical routine Subsidy 
for Autonomous Regions (SDO) and Presidential Instruction (Inpres) development grants, which were folded into 
the General Block Grant (DAU) in 2001, as decentralized expenditures.  Decentralized expenditures are understood 
to enter the regional budgets of the provinces and local governments.27 
 
We proceed in four sections.  Section 1 provides an overview of the recent national routine and development 
expenditures structure.  Section 2 analyzes detailed project level expenditure data from Ministry of Finance (for 
2001 realizations) to the sector, sub-sector, and province level.  We compare this to respective regional decentralized 
expenditures for provinces and respective local governments at the provincial level.  Section 3 evaluates detailed 
health sub-sector development expenditures data for 2001 at the provincial or local government administrative areas 
to the extent possible.  Section 4 concludes.  Box 1 provides source notes for the Ministry of Finance data. 

Overview 
National expenditures are classified as being either routine (i.e., recurrent) or development (i.e., capital/investment 
expenditures).  These expenditures are respectively referred to by their expenditures warrants as DIP (daftar isian 
projek) and DIK (daftar isian kegiatan) expenditures.  Routine expenditures include civil service expenditures, 
recurrent materials and goods costs, subsidies (e.g., for fuels and electricity), and other expenditures.  Development 
expenditures distinguish between own-source expenditures (rupiah murni) and foreign financed expenditures.  
Transfers to the regions through the nine-month FY2000 were booked under routine expenditures -- SDOs – and 
development -- Inpres grants. 
 
Table 1 provides a summary picture of national expenditures for the decentralization period.  Presidential Instruction 
transfers to the regions typically only accounted to about one third of total central development expenditures prior to 
2001.28 Starting in FY2001, the balancing fund consolidates all transfers to the regions (including shared revenues, 
the General Block Grant (DAU), and the Special Allocation Grant (DAK)).  

Table A 6.1 - Summary National APBN Expenditures 

Starting in FY2001 the central government development expenditures are almost exclusive managed by central 
agencies.  As budgeted, central government own account expenditures continue to dominate overall development 
expenditures the main social and infrastructure sectors.29 The FY2002 budget provides an indication of the 
differences in central government development spending across provinces.  As these aggregate amounts currently 
exceed those spent by the provinces and districts, some measure of deconcentrated expenditures is clearly necessary 
to present a consolidated picture of public expenditures across sectors and regions. 
 
The Parliament approved a development budget of Rp. 52.3 trillion for 2002 (15.2 percent of total expenditures).30  
Just over half -- Rp. 26.5 trillion -- of these planned expenditures are attributed to own resources (rupiah murni) 
budget.  The remainder of Rp. 25.8 trillion is planned foreign funded projects.  Just over half of the own resources 
budget (Rp. 13.5 trillion) can be attributed to 30 provinces according to data from the Central Planning Bureau 

                                                
27  World Bank (2002b) and World Bank (2002f). 
28  World Bank (2002f). 
29  Hofman, Bert, Kadjatmiko, and Kai Kaiser (2002). 
30  This increased the initial allocation proposed by government (Rp. 47.1 trillion).  Central development allocations in transport, 

health, and education have all increased significantly over 2001. 
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(Bappenas).31 As an indicator of regional disparities in own-source APBN development budget allocations, Maluku 
received fourteen times of these expenditures on a per capita basis Banten.  The corresponding ratios between the 
highest and lowest provincial per capita expenditures for the education sector are 16 and 12 for the health sector.  
Clearly we would like to know not only the extent to which regional disparities in deconcentrated spending exist, but 
also the extent to which these are off-set of amplified by regional disparities in decentralized expenditures. 

Deconcentrated Development Allocations for FY2001 
The previous section suggested that Rp. 35.1 trillion had been realized in development spending by the end of 
FY2001 (Rp. 20.585 trillion from own-source and Rp. 14.516 trillion from donor funds).  This is compared to an 
original development budget projection of Rp. 45 trillion.  We are able to draw on detailed project level 
development expenditure data from Ministry of Finance (Box 1).  We received detailed project level data that 
covered both expenditures through the regional (KPKN) and central treasuries (BUN).  The data covers Rp. 31.27 
trillion (89.0 percent) of the anticipated total realizations.   
 
The project level national budget data provides detailed break-downs by sector, sub-sector, economic classification 
(MAK), and location (i.e., province and local governments).32  60 percent of these expenditures were classified as 
own use funds.  Over 9 thousand projects in the education sector (11) represented Rp. 6.24 trillion in realizations, 
whereas 4,224 project observations (broken down by economic classification) in the health sector (13) totaled Rp. 
1.95 trillion in realizations.  These sectoral expenditures are somewhat lower than the anticipated totals (including 
BUN and other expenditures), but again they should be taken as indicative. 
 
Just over half of total observed national government development spending – Rp. 12.5 trillion out of Rp. 24.4 trillion 
--- can be considered deconcentrated, in the sense that spending can be attributed at least to the province level 
(outside of Jakarta).  Part of these deconcentrated expenditures can be furthermore attributed to individual cities or 
regencies, although we turn to this more detailed question in Section 3.  

Table A 6.2 - FY2001 Deconcentrated and Decentralized Development Expenditures  

Table 2 compares estimates for observed deconcentrated development expenditures (i.e., from the Rp. 12. trillion) in 
three provinces – North Sumatera, West Java, and NTB -- to decentralized expenditures from provincial and local 
government budgets (APBD) for 2001.  Prior to 2001, we would have had to adjust our estimates of deconcentrated 
development expenditures downward to include central transfers to the regions (i.e., inpres and Land and Building 
Taxes).33  Starting in 2001, the sum of deconcentrated and decentralized expenditures effectively presents the most 
comprehensive regional picture of public resources being spent. 
 
Table 2 suggests that deconcentrated expenditures represented about one third of total public expenditures in our 
province level samples.  The provincial governments accounted for about 13 percent of total regional public 
expenditures.  Finally, the local governments accounted for just over half of total expenditures. 

Regional Health Spending Allocations (FY2001) 
This section analyzes the detailed project data found in the health sub-sector and examines the extent to which these 
expenditures can be attributed to local government (i.e., kota and kabupaten level).34  Again our coverage of the 
health sub-sector appears to be only partial when compared to the aggregate numbers, but for present purposes is 
instructive.  
 

                                                
31  Another paper (WBOJ 2002f) provides a twenty-sector breakdown of the FY2002 development budget by:  (i) national based 

on the original government proposal; (ii) Parliament approved version (Rp. 52.3 trillion); and (iii) the corresponding regional 
sectoral allocations by province from own-revenue sources. 

32  The raw data is still somewhat noisy.  In the detailed tabulations of sector, sub-sector, economic classifications, and regions 
(i.e., provinces) some codes could not be attributed.  However, the unidentified classifications seem to be minor when viewed 
from the perspective of overall spending. 

33  Deconcentrated development expenditures still seem to include about Rp. 3.2 trillion in transfers to regions.  These include 
the West Java Kecamatan Development Program (KDP) transfers and Urban Environment Transfers. 

34  Similarly a recent detailed evaluation of environmental public expenditures in Indonesia was also restricted to figures from 
the own-revenues development budget (World Bank 2001). 
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The adjusted budget for 2001 slated Rp. 2.8 trillion in health sub-sector development expenditures (compared to Rp. 
3.6 trillion in 2002).  Our detailed health sub-sector data refers to 264 different projects, or 962 specific observations 
if split across regional classifications.  Realizations data presented in Table 3 suggests that Rp. 1.8 trillion had been 
spent. 

Table A 6.3 - FY2001 Realized National Development Expenditures on Health 

Of these expenditures, the data attribute Rp. 1.16 trillion to Jakarta and/or central expenditures.35  However, only 
about Rp. 389 billion in health development expenditures in 2001 can be directly attributed to districts within DKI 
Jakarta.  In other words, Rp. 769 billion (42 percent) of a total development health expenditures of Rp. 1.8 trillion 
cannot be attributed to specific regions based on this Ministry of Finance sectoral data. 
 
Outside the Central and Jakarta level expenditures, the data identify Rp. 660 billion in health development 
expenditures as being specifically deconcentrated in the sense that they are attributed to provinces.  Just over half of 
these expenditures (Rp. 333 billion) moreover appear to be specifically attributed to districts (18.3 percent of 
total).36 

Table A 6.4 - Sectoral Development Spending 

Table 4 provides some sectoral/functional disaggregation of development expenditures by central, provincial, and 
local governments, for ease of comparison annualizing figures for 2000.  On a per capita basis, the center continues 
to spend about the same levels on development.  Expenditures in health, education, and transport have, however, 
increased (reflecting in part a perceived backlog due to the crisis).  Districts have more than doubled their per capita 
expenditures in each case based on projected budgets.  Although the provinces have increased their allocations in 
overall development and education, transport and health expenditures appear to have declined. 
 

Table A 6.5 - FY2001 Deconcentrated and Decentralized Health Development Expenditures by Regions 

The share of provincial expenditures that can be attributed to districts varies significantly by province.  For example, 
Table 5 suggests that the total deconcentrated health expenditures for North Sumatera in 2001 were estimated at Rp. 
16 billion.37  Of these, Rp. 13 billion (or over 80 percent of the provincial total) could be specifically attributed to 
districts.  However, the bulk of these (Rp. 8 trillion) were allocated to the City of Medan.  In West Java, in contrast, 
less than 30 percent of provincial expenditures of Rp. 114 billion can be allocated to districts.  Similarly, of NTB’s 
Rp. 11 trillion in reported expenditures, only Rp. 2 trillion could be attributed to regions.  For all other provinces 
outside these three provinces and Jakarta, we could attribute 55.1 percent of expenditures at the district level.  This 
appears to be in part due to the fact that in some provinces such as West Java well over 90 percent of overall 
provincial allocations can be attributed to the district level. 
 
The final column of Table 5 compares per capita provincial health allocations with those of total national – 
including center, Jakarta, provincial and district attributed -- per capita average for health expenditures.  The 
national average of just under 9,000 exceeds provincial per capita figures by almost three fold owing in part to the 
fact that only some of the regional expenditures are regionally attributed.  Moreover, the level of Jakarta attribution 
(i.e., associated with one of the city’s five districts) is very high on a per capita basis.  This suggests either that the 
center maintains very high health expenditures rates for the citizens of Jakarta and their facilities, or that these 
expenditures also include allocations that are eventually dissipated beyond Jakarta. 
 
At the district level, the data reveals a crude measure of combined central (APBN) and local (APBD) development 
expenditures in health.  The central health development allocation for Kota Sukabumi in West Java in 2001 was Rp. 
3 billion.  Its own revised APBD budget spending was Rp. 1.5 billion, suggesting that the center spent about twice 
as much as the local government in that sub-sector and district.38  The data for NTB suggests that only Rp. 38 
million was spent by the center in Lombok Timor.  The local government appeared to be spending closer to Rp. 10 
billion from the local budget in that year.  The low relative central contribution may therefore be explained by (i) the 

                                                
35  Some projects specifically stated by name under central allocations actually appear to refer to regions under their project 

name (e.g., project to improve health services in North Sumatera), but these amounts are typically small. 
36  Note that not all these local governments appear to be labeled. 
37  These figures do not include a centrally allocated project to improve health service levels in North Sumatera (Peningkatan 

Pelayanan Kesehatan Masyarakat Prop Sumut, 665204) for Rp. 13 million. 
38   World Bank (2002b). 
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low district level attribution rate of less than 20 percent in the data for NTB, (ii) the slightly lower per capita 
provincial allocations. 
 
These data suggest that intra-provincial allocations by line ministries, or their provincial-level operations, have 
significant leeway in the allocations that are eventually made to the districts.  Moreover, it is not clear at which stage 
in the year local district governments discover the amount of complementary central allocations in given sectors. 
 

Conclusion 
This note has explored the detailed APBN development expenditure data available from the Ministry of Finance, 
and provided some recent comparisons with decentralized expenditures.  We have focused on the health sector 
development spending only, but hope to provide further analysis of additional sectors, including education and 
infrastructure.  More importantly, we also intend to introduce an evaluation of routine expenditures.  
 
An early exploration at the local government level, particularly one that investigates comparative APBN and APBD 
expenditures, shows that the data of central allocations to the local levels remains far less transparent than that 
provided by the local budgets, even given their limitations.  For efficient resource allocations, provincial and local 
governments should be provided with a better picture of deconcentrated expenditures in their areas. 
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Table 1:  National (APBN) Summary Expenditures (in Rp. trillion) 
 

 FY2000 
Budget* 

FY2000 
Realized* 

FY2001 
Budget 

FY2001 
Realized 

FY2002 
Budget 

FY2003 
Proposed 

Total Expenditures 197.03 223.91 340.33 333.97 344.00 354.10 
       
I. Routine 155.42 182.43 213.39 217.81 193.74 240.88 
   Personnel 
   Expenditures 

30.68 30.00 38.21 38.52 41.30 51.23 

   Materials 9.44 9.05 9.09 9.26 12.86 15.39 
   Interest Payments 54.62 53.33 89.57 87.14 88.50 80.89 
   Subsidies 30.81 59.73 66.27 77.45 41.59 25.34 
   Other 11.73 12.00 9.43 5.61 9.49 12.84 
   Regional 
   Subsidies (SDO) 

18.11 18.32 - - - - 

II. Development 41.61 41.51 45.46 35.10 52.30 54.50 
   Own-Revenues 25.58 24.91 21.71 20.59 26.47 36.23 
   (Inpres) 15.41 15.58 - - - - 
   Project Financing 
   with Foreign Loans 

16.03 16.60 23.75 14.52 25.83 18.27 

III. Balancing Funds* - - 81.48 81.05 94.53 103.59 
IV. Special 
Autonomy and 
Balancing 

  - - 3.44 9.62 

Source:  FY2000 refers to a nine-month fiscal year.  Provisional actuals through December.  The historic 
SDO/Inpres transfers were reported as “balancing funds” in later reports for 2000.  Realized transfers to the regions 
in 2000 were Rp. 33.90 trillion.  For reporting, we disaggregated these overall transfers by using the respective 
shares of SDO/Inpres in the planned budget.  The 2001 budget figures are revised from the original parliamentary 
approvals.  The 2003 proposed budget is as submitted to parliament in August 2002.  Special Autonomy and 
Balancing includes compensation for proposed civil servant wage increases. 
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Table 2:  FY2001 Deconcentrated and Decentralized Development Expenditures 

 
 

Table 3:  FY2001 Realized National Development Expenditures on Health 
 Rp. billions (%) 
Central 769 42.3 
Jakarta 388.6 21.4 
Provincial 327.2 18 
Local Government 332.5 18.3 
Total National 1,817.3 100 
Source:  APBN figures are from MoF DIEA. 

 
Table 4a:  Sectoral Development Spending (Rupiah per capita) 

Sector Own-Account Central Provinces Districts* Consolidated National 
 2000* 2001 2000* 2001 2000* 2001 2000* 2001 

Development 258,063 257,002 36,556 41,016 104,216 222,449 334,319 520,467 
Transport 8,108 23,534 10,462 7,785 26,420 63,004 42,963 94,323 
Education 31,180 56,771 3,496 6,216 9,157 23,873 36,038 86,860 
Health 14,765 21,150 4,161 3,075 4,905 12,878 20,140 37,103 

 
 

Table 4b:  Sectoral Development Spending (percent of total) 

Sector Own-Account 
Central 

Provinces Districts* 

 2000 2001 2000 2001 2000 2001 
Development 100 100 100 100 100 100 
Transport  10.5 22.29 20.42 23.29 29.11 
Education  21.4 9.8 14.0 7.41 10.11 
Health  8.3 12.84 8.5 4.01 5.78 

 
Source:  FY2000 data has been annualized and refers to budgeted figures (RAPBD) as presented by BAPPENAS 
and divided by national population.  Total education sector (Rp. 4.76 trillion) and health sector (Rp. 2.25 trillion) 
development expenditures are net of sectoral transfers to the regions.  Development expenditures are netted for 
inpres and ipeda transfers to the regions.  There appear to be no transfers (inpres) in those sectors for those years, as 
they were merged into the social Safety Net.  Ipeda/PBB, while these may refer to transport, are not netted.  FY2001 
data is based on the budget as presented to Parliament.  Classifications are based on (21) sector definitions.   
 
Regional APBD figures are drawn from MoF Regional Fiscal Information System SIKD.  Figures for 2000 include 
figures financed from national development transfers.  Estimates for national expenditures in 2001 are based on 
government proposed budget, which was subsequently adjusted slightly by parliament. 

 National 
Deconcentrated 

Provincial All Respective Local 
Governments 

Total 

 Rp. billion (%) Rp. billion (%) Rp. billion (%) Rp. billion (%) 

North Sumatera 780.94 37.6 287.9 13.8 1,010.00 48.6 2,078.84 100.0 

West Java 2,199.00 46.8 685.8 14.6 1,817.00 38.6 4,701.80 100.0 

NTB 308.98 37.9 94.26 11.6 411.20 50.5 814.44 100.0 

Source:  APBN figures are from MoF DIEA.  APBD data from the MoF SIKD database for realized Expenditures. 
Observed local government spending in North Sumatra was Rp. 1,010.00 billion (19 LGs), West Java Rp. 1,817.00 
billion (22 LGs, excluding Banten) and NTB Rp. 411.20 billion (7 LGs).  
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Table 5:  FY2001 Deconcentrated and Decentralized Health Development Expenditures by Regions 
 

 Total 
(Rp. billions) 

District Level 
(Rp. billions) 

% District 
Level 

Population 
(millions) 

Total  
Per Capita 

West Java 114.10 32.49 28.4 35.500 3,214 
North Sumatera 16.10 13.00 80.7 11.476 1,403 

NTB 11.10 2.01 18.1 3.822 2,904 
Other Provinces 

(excluding Jakarta) 
517.591 285.02 55.1 152.73 3,389 

Total  
(Ex-Jakarta/Center) 

659.752 332.529 50.4 195.144 3,376 

Jakarta 388.602 388.602 100 8.384 46,350 
National 1,817 - - 203.528 8,928 

Source:  APBN figures are from MoF DIEA, Population is from DAU 2002 
simulation database. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Box 1:  MoF Detailed APBN Development and Routine Expenditure Data 
 
Detailed data on APBN expenditure plans and realizations are available from the Directorate of Budget 
Information and Evaluation (DIEA, Direktorat Informasi dan Evaluasi Anggaran), Directorate General of 
Budget at the Ministry of Finance.1  These data are in part filed by about 128 State Treasury and Cash Offices 
(KPKNs, kantor perbendaharaan kas negara) located throughout the country.  The DG Budget also monitors 
central data (e.g., the army and police), which are referred to as General Treasury disbursements (BUN, 
bendaharawan umum negara). 
 
The detailed data distinguishes between sectors, sub-sectors (functions in IMF GFS parlance) and expenditure 
items (i.e., economic classification or mata anggaran keluaran, MAK).  More detailed data would also break 
these details down further by individual programs and project.  Executing agencies are listed by Department, 
Unit/Directorate, and Location/Province (Depulok).  Further detail distinguished between allocation and 
realization for both own revenues and project loan. 
 
The realization data is based on hardcopy payment approvals (SPM, Surat Perintah Membayar).  Although 
these forms include the provincial or district location of the expenditure, these were not always entered.  In 
certain circumstances, DIEA has gone back to these forms to retrieve the location codes.  
 
We currently draw development expenditure data from FY1990/1991 through 2000.  Routine data is only 
available through FY1999/2000.  The MAK codes appear to be consistent for the whole period.  The sector 
and sub-sector codes experienced a re-classification starting in 1994/1995.  Furthermore, we draw on more 
detailed project and location level data for the health sub-sector.  We currently draw on budget realization data
for 2001 for realized development spending.  We hope to fully draw on 2000 and 2001 realization data to the 
project and location level for both own and project funded activities across all development sectors in the 
near future, starting with development and then routine. 
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ANNEX 7 

EQUALIZATION PERFORMANCE OF THE DAU MODEL:  REGRESSION RESULTS 

 
Dependent 
 
Independent 

DAU 
PC* 
(2001) 

DAU 
PC  
(2001) 

DAU PC 
Inpres 
/SDO 
Allocation 
(2001) 

DAU PC 
Fomula 
(2001) 

DAU 
PC^ 
(2002) 

DAU PC 
(2002) 

DAU PC 
(2002) 

DAU 
PC 
Wage 
Alloc. 
(2002) 

DAU PC 
Formula 
(2002) 

DAU 
PC^ 
(2002) 

DAU 
PC 
(2002) 

DAU 
PC 
Wage 
Alloc. 
(2002) 

DAU PC 
Formula 02 
(2002) 

 (Ia) (Ib) (Ic) (Id) (IIa) (IIb) (IIc) (IId) (IIe) (IIIa) (IIIb) (IIIc) (IIId) 
Own fiscal 
capacity 

0.065 
(4.59) 

0.080 
(5.47) 

0.071 
(4.70) 

0.103 
(4.06) 

0.615 
(13.48

) 

0.528 
(7.58) 

0.5992 
(19.52) 

0.287 
(0.34) 

0.709 
(6.53) 

- - - - 

population -0.531 
(-28.29) 

-0.519 
(-26.99) 

-0.558 
(-28.06) 

-0.448 
(-14.71) 

-0.188 
(-5.60) 

-0.225 
(-4.40) 

-0.0454 
(-1.96) 

-0.366 
(-5.89) 

-0.196 
(-2.46) 

-0.605 
(-38.18) 

-0.605 
(-38.25) 

-0.380 
(-15.99) 

0.695 
(-25.43) 

area 0.048 
(3.45) 

0.046 
(3.27) 

0.012 
(0.80) 

0.241 
(10.96) 

-0.027 
(-2.55) 

-0.598 
(-3.75) 

-0.0279 
(-4.04) 

-0.001 
(-0.07) 

-0.066 
(-2.59) 

0.071 
(5.52) 

0.071 
(6.51) 

0.003 
(0.18) 

0.124 
(6.58) 

poverty 0.149 
(6.35) 

0.163 
(6.80) 

0.139 
(5.58) 

0.370 
(10.20) 

0.047 
(2.77) 

0.967 
(4.11) 

.01315 
(1.57) 

0.044 
(1.53) 

0.208 
(5.67) 

- - - - 

PC Wage Bill       0.4076 
(21.59) 

      

City/Kota 0.069 
(1.17) 

0.049 
(0.81) 

-0.031 
(-0.50) 

0.538 
(5.63) 

-0.096 
(-2.41) 

-0.168 
(-2.75) 

-.1125 
(-4.41) 

0.024 
(0.32) 

-0.258 
(-2.62) 

0.013 
(0.27) 

0.012 
(0.25) 

-0.059 
(-0.80) 

0.138 
(-1.63) 

Constant 3.105 
(10.61) 

2.900 
(9.65) 

3.709 
(11.95) 

-3.525 
(-7.70) 

1.720 
(6.73) 

2.028 
(5.19) 

-4.599 
(-13.31) 

1.490 
(4.10) 

0.221 
(0.37) 

4.665 
(19.59) 

4.668 
(19.65) 

2.346 
(6.56) 

4.061 
(9.89) 

R2 0.808 0.802 0.798 0.735 0.921 0.817 0.967 0.548 0.736 0.828 0.829 0.445 0.694 
N 336 336 336 291* 336 336 336 336 324* 348 348 348 348 
 
Source:  All variables are in logarithmic form except dummy (city/kota). t-stat are reported in brackets.  FISKPC refers to own calculation per capita of sum of OSRest+ STX 
+ SDA, where OSRest is estimates as per the DAU simulations.  Population, area, and poverty gap as per DAU 2002 simulations.  PC Wage bill are based on Ministry of 
Finance Estimates for September 2001 used in DAU 2002 simulation.  Note that 2001 DAU simulation appears to have used head count poverty index. 
These and other regressions are implemented in procs_dau table A9. 
(I) DAU 2001* Excludes additional contingency payments 
(II) ^Adjusted DAU 2002 (without Contingency Fund but has been adjusted by DAU 2001+CF, and ready to distribute).  Note that  * as the result of logarithm natural of the 
variables, some observations disappear (ln 0 = unspecified). 
(III) DAU 2002s are for 348 regions. They do not have FISKPC, and the CST of 12 new kotas come from their original source kabupatens. 
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Appendix 1:  Summary Local Government Indicators (2001) 

 

 Units Mean Min Max Variation Gini 
Coef. 

Expenditure Needs 
Indicators       

Population  581,000 24,000 4,147,000 0.953 - 
Area km2 5,763 16 119,749 1.859 - 
Poverty Gap % 5 0 35 1 - 
Construction Costs Index 135 113 259 0.141 - 
PC Wage Bill Rp. 282,9601 68,830 1,239,510 0.510 0.255 
 Rp. 207,7802 - - - - 
PC HH Expenditures Rp. 1,923,7041 970,773 5,465,882 0.335 - 
 Rp. 1,938,2022 - - - - 
       

Fiscal Capacity 
Indicators       

Rp. 4,901,2001 856,500 147,676,700 2.116 0.461 PC RGDP 
Rp. 4,068,3202 - - - - 
Rp. 22,4151 302 855,251 2.245 0.518 PC Own Taxes (PAD) 
Rp. 18,6402 - - - - 

PC Shared Taxes (STX) Rp. 28,4801 4,340 265,360 1.308 0.508 
 Rp. 18,8002 - - - - 

Rp. 5,6001 0 146,570 2.20 0.611 PC Personal Income Tax 
(STX-PPh) Rp. 4,1202 - - - - 

Rp. 20,8701 3,360 243,020 1.45 0.516 PC Land and Building Tax 
(STX-PBB) Rp. 12,5202 - - - - 

Rp. 2,0001 0 4,820 2.41 0.783 PC Land Transfer (STX-
BPHTB) Rp. 2,1702 - - - - 

Rp. 128,6401 270 4,609,570 3.35 0.878 PC Natural Resources 
(SDA) Rp. 47,7202 - - - - 

Rp. 638,9441 133,837 7,034,325 1.132 0.427 PC Total Revenue 
(PAD+STX+SDA+DAU+C
ontingency) Rp. 371,5502 - - - - 

PC Gross LG Borrowing 
Capacity Rp. 479,208 100,378 5,275,744 1.132 0.427 

Total Gross Borrowing 
Capacity 

Rp. 
billions 162 37 1,091 - - 

Notes:  Average of local government figures; 2 National average. 
Source:  Data is same as used for 2002 DAU final simulations, and refers to 336 local governments.  Population refers to 2000 
BPS (195.1 million, excluding Jakarta), whereas poverty gap estimates are drawn from SUSENAS 1999, and construction costs 
refer to BAPPENAS indices.  RGDP data is form BPS 1999.  Own revenues (PAD) are annualized figures from FY2000. Total 
revenues include own taxes (PAD), shared revenues (SDA+STX), DAU2001 including contingency.  Regional borrowing 
capacities are derived using Government Regulation 107, but exclude adjustments for outstanding borrowing.  Largest potential 
borrower is Kabupaten Kutai, East Kalimantan.  PC expenditure measures are from SUSENAS 2001 (N=327, including Jakarta 
but excluding Aceh) based on monthly recall. 
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Appendix 2:  Summary Provincial Indicators (2001) 

 
 Units Mean Min Max Variation Gini Coef. 

Expenditure Needs 
Indicators 

      

Population  6,784,000 778,000 35,501,000 1.398 - 
Area km2 64,569 662 414,040 1.266 - 
Poverty Gap index 6 1 25 0.667 - 
Construction Costs index 135 116 212 0.138 - 
PC Wage Bill Rp. 46,9301 4,260 176,950 0.721 0.343 
 Rp. 32,4502 - - - - 
PC HH Expenditures Rp. 1,995,3861 1,244,601 3,733,311 0.268 - 
 Rp. 1,938,2022 - - - - 
       

Fiscal Capacity 
Indicators 

      

PC RGDP Rp. 4,556,3501 1,429,580 23,465,080 0.864 0.311 
 Rp. 3,900,7202 - - - - 

Rp. 22,8901 1,740 201,900 1.663 0.497 PC Own Taxes (PAD) 
Rp. 21,3202 - - - - 
Rp. 17,4201 3,070 289,010 2.974 0.680 PC Shared Revenues 

(STX) Rp. 18,0202 - - - - 
Rp. 8,7301 840 172,570 3.56 0.678 PC Personal Income 

Tax (STX-PPh) Rp. 9,7002 - - - - 
Rp. 6,5601 1,570 67,370 1.85 0.550 PC Land and Building 

Tax (STX-PBB) Rp. 5,7802 - - - - 
Rp. 2,1301 10 49,070 4.17 0.868 PC Land Transfer 

(STX-BPHTB) Rp. 2,5402 - - - - 
Rp. 24,7201 0 376,830 2.99 0.851 PC Natural Resources 

(SDA) Rp. 12,6002 - - -  
Rp. 133,7601 36,270 594,460 1.030 0.426 PC Total Revenue 

(PAD+STX+SDA+DA
U+Contingency) Rp. 86,9602 - - - - 

PC Gross Provincial 
Borrowing Capacity Rp. 100,320 27,200 445,850  1.030 0.715 

Total Gross Provincial 
Borrowing Capacity 

Rp. 
billion 491.64 73.38 3,738.37 - - 

Notes:  1 Average of provincial government figures; 2 National average. 
Source:  Data is same as used for 2002 DAU final simulations for 30 provinces.  Population refers to 2000 BPS (203.5 
million, including Jakarta), whereas poverty gap estimates are drawn from SUSENAS 1999, and construction costs refer to 
BAPENAS indices.  RGDP data is form BPS 1999.  Own taxes (PAD) are FY2000, annualized, although they refer only to 
27 provinces.  Total revenues include own taxes (PAD), shared revenues (SDA+STX), DAU2001 including contingency.  
PC expenditure measures are from SUSENAS 2001 (including Jakarta but excluding Aceh) based on monthly recall. 
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 Appendix 3:  Central, Provincial, and Local Own Account Spending FY 
2001 

Government 
Central** Province (1) Local Gov't (2) regional  

government (=1+2  
corrected for  

provincial-local  A. In Trillion of Rupiah 

Total Own Account Spending 331.3 235.5 23.2 72.7 95.9 
a.  Current Expenditures  252.4 190.0 14.2 48.2 62.4 

1.  Personnel Expenditures 77.8 40.0 4.4 33.4 37.8 
2. Other Current 174.6 150.0 9.8 14.8 24.6 

0.0 
 b.Development Expenditures  78.9 45.5 9.0 24.5 33.5 

Industrial Sector 1.8 1.5 0.1 0.1 0.2 
Agriculture and Forestry 5.1 3.2 0.8 1.2 2.0 
irrigation 4.4 3.2 0.4 0.8 1.2 
manpower 0.3 0.2 0.1 0.1 0.1 
trade, national business developmentfinance and cooperatives 8.0 6.2 0.6 1.2 1.8 
transportation, meteorology,and geophysics 13.3 4.8 1.6 6.9 8.5 
mining and energy 2.7 2.5 0.0 0.2 0.2 
tourism, post, and telecoms 1.5 1.2 0.1 0.3 0.3 
regional development and transmigration 5.3 3.1 0.2 2.1 2.2 
environment and spatial planning 1.8 0.7 0.2 0.8 1.0 
education, national culture, belief in god 13.4 9.7 1.1 2.6 3.7 
population and family welfare 0.3 0.2 0.0 0.1 0.1 
social welfare, health, women, children and teenagers 5.9 3.8 0.7 1.5 2.2 
housing and settlement 2.8 0.7 0.1 2.0 2.2 
religious sector 0.6 0.1 0.2 0.3 0.5 
science and technology 1.0 0.6 0.1 0.3 0.4 
law 0.4 0.3 0.0 0.1 0.1 
Government apparatus and supervision 5.2 0.9 1.0 3.4 4.4 
Politics, foreign relations, etc. 0.4 0.2 0.1 0.1 0.2 
National defence and security 2.5 2.4 0.0 0.1 0.1 

 Appendix 3:  Central, Provincial, and Local Own Account Spending FY 
2001 

B. Percent of Total per Level 
Total Onw Account Spending 100.0 100.0 100.0 100.0 100.0 

a.  Current Expenditures  76.2 80.7 61.4 66.3 65.1 
1.  Personnel Expenditures 23.5 17.0 18.9 45.9 39.4 
2. Other Current 52.7 63.7 42.5 20.3 25.7 

 b.Development Expenditures  23.8 19.3 38.6 33.7 34.9 
Industrial Sector 0.5 0.7 0.3 0.2 0.2 
Agriculture and Forestry 1.5 1.3 3.3 1.7 2.1 
irrigation 1.3 1.4 1.8 1.1 1.2 
manpower 0.1 0.1 0.3 0.1 0.1 
trade, national business developmentfinance and cooperatives 2.4 2.7 2.5 1.6 1.8 
transportation, meteorology,and geophysics 4.0 2.0 6.8 9.5 8.9 
mining and energy 0.8 1.1 0.2 0.3 0.2 
tourism, post, and telecoms 0.4 0.5 0.3 0.3 0.3 
regional development and transmigration 1.6 1.3 0.7 2.8 2.3 
environment and spatial planning 0.5 0.3 0.9 1.1 1.1 
education, national culture, belief in god 4.0 4.1 4.7 3.6 3.9 
population and family welfare 0.1 0.1 0.1 0.1 0.1 
social welfare, health, women, children and teenagers 1.8 1.6 2.8 2.1 2.3 
housing and settlement 0.9 0.3 0.6 2.8 2.3 
religious sector 0.2 0.0 0.8 0.5 0.5 
science and technology 0.3 0.3 0.4 0.4 0.4 
law 0.1 0.1 0.1 0.1 0.1 
Government apparatus and supervision 1.6 0.4 4.1 4.7 4.6 
Politics, foreign relations, etc. 0.1 0.1 0.4 0.2 0.2 
National defence and security 0.8 1.0 0.2 0.1 0.1 
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Source:  APBN and APBD data, Ministry of Finance. 
 
 

 Appendix 3:  Central, Provincial, and Local Own Account Spending FY 
2001 

C. Percent of Government 
Total Onw Account Spending 100.0 71.1 7.0 21.9 28.9 

a.  Current Expenditures  100.0 75.3 5.6 19.1 24.7 
1.  Personnel Expenditures 100.0 51.4 5.6 42.9 48.6 
2. Other Current 100.0 85.9 5.6 8.5 14.1 

 b.Development Expenditures  100.0 57.6 11.3 31.1 42.4 
Industrial Sector 100.0 87.3 4.4 8.3 12.7 
Agriculture and Forestry 100.0 61.5 14.7 23.8 38.5 
irrigation 100.0 72.8 9.6 17.6 27.2 
manpower 100.0 58.3 20.4 21.3 41.7 
trade, national business developmentfinance and cooperatives 100.0 77.9 7.3 14.8 22.1 
transportation, meteorology,and geophysics 100.0 36.0 11.8 52.1 64.0 
mining and energy 100.0 91.5 1.7 6.7 8.5 
tourism, post, and telecoms 100.0 78.5 4.4 17.1 21.5 
regional development and transmigration 100.0 58.0 3.3 38.7 42.0 
environment and spatial planning 100.0 40.8 12.2 47.1 59.2 
education, national culture, belief in god 100.0 72.4 8.0 19.5 27.6 
population and family welfare 100.0 72.1 4.5 23.3 27.9 
social welfare, health, women, children and teenagers 100.0 63.4 11.0 25.5 36.6 
housing and settlement 100.0 23.5 4.6 71.9 76.5 
religious sector 100.0 11.2 32.0 56.9 88.8 
science and technology 100.0 63.0 8.4 28.6 37.0 
law 100.0 78.2 5.6 16.2 21.8 
Government apparatus and supervision 100.0 16.3 18.2 65.4 83.7 
Politics, foreign relations, etc. 100.0 51.2 21.9 26.9 48.8 
National defence and security 100.0 95.6 1.5 3.0 4.4 
Note: provincial and local governments estimated from a sample of 16 provinces and 267 local governments.   
This estimate differs slightly from text table 1, for which the DAU database was used. 
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Appendix 4:  Central Development Spending per Sub-Sector and Estimate of Potential 
Further Decentralization of Spending (FY2000-2002, Rp. billion) 

Subsector ( primary responsibility) FY2000 FY2001 FY2002
(Budget)

Industry 
Agriculture (regional) 265.90 1,815.80 2,509.90
Forestry (regional) 478.00 229.60 191.50
Marine and Fishery (regional) - 1,110.90 935.60
Irrigation (regional) 21.70 1,634.90 1,721.70
Irrigation (regional) 28.40 1,564.50 1,990.80
Manpower 
Domestic trade (national) 99.30 59.60 52.60
Foreign Trade (national) 80.30 78.70 150.50
National business development (national) 0.00 27.80 49.90
Finance (national)a - - 52.30
Cooperatives and small businesses (regional) 147.50 246.50 616.00
Road infrastructure (shared) 35.30 2,124.10 4,116.10
Mainland transportation (shared) 34.30 873.60 1,296.90
Marine transportation (shared) 179.20 951.40 948.10
Air transportation (national) 71.20 825.10 1,407.00
Meteorology, geophysics, search and rescue (national) 62.80 17.40 41.70
Mining and energy (regional) 335.20 40.20 39.10
Energy (regional) 6.10 2,450.50 3,737.00
Tourism, post, and telecoms (national) 32.10 77.50 102.40
Post and telecoms (national) 95.50 1,083.80 1,765.20
Regional development and transmigration (regional)b 19,647.80 - -
Transmigration (national) 101.20 - -
Regional Autonomy (national) - 0.00 73.70
Regional Development and Social Empowering - 3,078.70 3,896.90
Environment and spatial planning  (regional) 10.90 576.70 327.40
Spatial planning  (regional) 413.90 141.00 178.80
Education, (regional) 5,448.40 9,348.80 10,808.40
Official and informal education (regional) 471.00 282.10 343.50
National culture and belief in god (national) 114.10 41.80 59.10
Youth and sport (regional) 11.70 34.70 96.50
Population and Family 
Social Welfare  (regional) 151.20 960.10 1,283.00
Health (regional) 667.90 2,798.00 3,591.20
Women's Empowerment (national) 0.00 16.70 33.60
Housing and settlement (regional) 20.10 - -
Construction and urban planning (regional) 7.70 - -
Housing (regional) - 86.50 346.00
Settlement (regional) - 576.50 806.20
Religious services (national) 273.40 30.10 40.50
Religious education buildings (national) 1,468.20 34.60 45.80
Technical production and technology (national) - - 220.00
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Appendix 4:  Central Development Spending per Sub-Sector and Estimate of Potential 
Further Decentralization of Spending (FY2000-2002, Rp. billion) 

Subsector ( primary responsibility) FY2000 FY2001 FY2002
(Budget)

Applied basic science (national) 312.20 238.10 -
Institutions, equipment and infrastructure, (national) 46.10 88.60 143.30
Aerospace (national) 2.50 - -
Information systems and statistics (national) 137.70 - -
Research and development (national) - 226.70 197.60
Statistics (national) - 78.80 104.20
National law building (national) 886.50 23.80 24.90
Law Apparatus (national) 116.30 287.90 521.70
Law equipment (national) - - -
Government apparatus and supervision (national) 6,035.90 763.40 1,211.70
Developing system and implementation supervision (national) 387.90 94.10 52.50
Political (national) 122.70 17.20 21.00
Foreign relations (national) 1,978.40 15.20 18.00
Information, communication, and mass-media (national) 609.50 196.50 62.30
People's Defense (national) - - -
Armed forces (national) 9,695.10 - -
Proponent subsector (national) 214.60 - -
Defense (national) - 1,771.70 2,895.10
Security (national) - 644.20 1,022.20
Police sub-sector (national) - - -
 
TOTAL 51,325.7 43,496.4 50,149.4

90 percent of district functions as per Law 22 and PP 25 27,325.98 23,556.195 29,800.485
90 percent of health and education 5,928.57 11,186.01 13,268.79
Notes:   a) Excludes recap bonds issue, which was recorded as development spending in FY2000.   
              b) includes INPRES grants for FY2000. 
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Appendix 5:  Consolidated Provincial Revenues Per Capita 

 

 Own Source Revenue Share Non-Tax Fron 
Natural Resources 

Share Tax (PBB + 
PPH +BPHTB) 

DAU 2001 + 
Contingency 

code_prop pc_pad pc_sda pc_shtx pc_dau2001_2
1_DI Aceh 23,109.27 275,520.90 28,314.09 538,302.40
2_Sumut 30,907.82 6,520.01 27,013.53 298,978.40
3_Sumbar 30,528.46 7,847.32 20,455.29 442,246.00
4_Riau 65,501.52 862,949.20 87,939.98 478,916.20
5_Jambi 32,751.09 32,234.60 33,028.42 451,023.80
6_Sumsel 21,997.22 96,620.00 24,178.96 246,549.50
7_Bengkulu 21,534.75 7,822.95 18,877.77 493,943.00
8_Lampung 14,277.15 32,183.93 13,154.93 271,698.70
9_DKI Jakarta 201,902.10 11,362.36 289,006.60 92,192.23
10_Jabar 28,814.14 7,871.45 22,116.71 179,167.50
11_Jateng 27,440.35 1,521.79 12,074.32 266,040.30
12_DI Yogya 45,352.54 1,106.07 19,849.50 366,457.00
13_Jatim 30,869.65 4,561.85 20,573.39 265,484.10
14_Kalbar 23,450.59 9,786.05 21,170.32 420,663.00
15_Kalteng 33,447.86 102,455.60 51,625.61 589,468.30
16_Kalsel 39,543.50 71,601.73 37,840.80 399,165.40
17_Kaltim 67,268.71 1,656,517.00 135,959.60 760,949.40
18_Sulut 35,023.99 6,719.28 18,693.17 486,467.10
19_Sulteng 38,186.86 10,891.61 17,745.70 549,391.80
20_Sulsel 31,260.96 8,818.57 22,830.10 376,750.00
21_Sultra 21,505.85 7,019.99 14,073.74 534,972.40
22_Bali 214,649.50 1,971.76 33,337.34 426,211.30
23_NTB 21,508.25 16,051.46 15,929.09 343,727.30
24_NTT 13,533.70 2,508.49 13,523.37 577,309.70
25_Maluku 25,232.37 13,910.87 23,824.73 662,149.40
26_Irja 30,621.78 129,589.50 107,211.90 1,315,409.00
27_Maluku Utara 7,772.98 48,082.84 24,470.35 632,409.50
28_Banten 38,352.77 626.14 32,830.98 157,694.80
29_Bangka Belitung 33,733.95 25,410.96 32,976.83 351,455.80
30_Gorontalo 19,861.23 6,339.93 13,504.59 447,986.90
Note:  Consolidated provinces include all local governments and the provincial level.  Only some Rp. 13 trillion could be 
identified by region. 
Source:  MOF Budget Department, SIKD, and Staff Estimates. 
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Appendix 6:  Local Government  
Per Capita Income and Revenues (2001, Rupiah) 

 RGDP 
Own 

Source 
Revenue 

Non-Tax from 
Natural 

Resources 

Share Taxes 
(PBB + 

BPHTB + 
PPH) 

Per capita 
own fiscal 
capacity 

DAU 2001 + 
Contingency 

kab_nm pc_rgdp_tot pc_pad pc_sda pc_shtx pc_dau2001_2 
01_01_Kab. Aceh Barat 2,233,128 7,212 93,688 10,103 111,003 396,988 
01_02_Kab. Aceh Besar 3,749,125 13,161 129,056 10,191 152,408 578,410 
01_03_Kab. Aceh Selatan 3,530,879 8,835 146,561 7,973 163,369 524,785 
01_04_Kab. Aceh Singkil 2,195,983 28,198 314,627 21,573 364,398 733,237 
01_05_Kab. Aceh Tengah 4,178,868 11,109 164,068 12,154 187,331 639,781 
01_06_Kab. Aceh Tenggara 2,320,537 22,011 176,743 14,908 213,662 616,809 
01_07_Kab. Aceh Timur 3,798,726 8,911 76,308 20,644 105,863 311,078 
01_08_Kab.  Aceh Utara 18,834,386 30,168 656,547 59,390 746,105 388,406 
01_09_Kab. Bireuen 15,214,350 5,554 109,882 14,151 129,587 408,116 
01_10_Kab. Pidie 2,970,677 6,890 78,574 6,870 92,334 486,055 
01_11_Kab.  Simeuleu 4,307,512 76,853 661,935 45,601 784,389 1,529,496 
01_12_Kota Banda Aceh 3,432,129 20,872 169,810 21,192 211,874 629,707 
01_13_Kota Sabang 4,000,892 19,115 1,572,685 109,341 1,701,141 3,376,596 
02_01_Kab. Asahan 6,537,456 12,283 2,183 22,065 36,531 230,563 
02_02_Kab. Dairi 4,190,512 9,148 9,288 12,396 30,832 349,844 
02_03_Kab. Deli Serdang 3,071,936 8,655 1,519 14,417 24,591 180,710 
02_04_Kab. Labuhan Batu 7,250,532 6,491 5,046 20,758 32,295 216,556 
02_05_Kab. Langkat 4,779,307 9,599 14,833 22,811 47,243 235,790 
02_06_Kab.  Mandailing Natal 3,231,487 6,500 13,477 11,210 31,187 393,965 
02_07_Kab. Nias 2,948,109 3,059 5,640 8,459 17,158 282,156 
02_08_Kab. Simalungun 4,276,175 7,984 2,386 24,638 35,008 322,888 
02_09_Kab. Tanah Karo 5,637,414 30,110 7,305 13,821 51,236 377,500 
02_10_Kab. Tapsel 4,533,704 4,337 6,315 14,800 25,452 342,632 
02_11_Kab. Tapteng 3,668,485 7,522 12,237 19,194 38,953 446,309 
02_12_Kab. Taput 3,319,474 10,665 6,242 10,650 27,557 463,704 
02_13_Kab. Toba Samosir 3,826,558 14,527 6,715 10,260 31,502 419,585 
02_14_Kota Binjai 3,323,993 13,370 9,574 24,396 47,340 550,975 
02_15_Kota Medan 5,636,270 35,978 1,075 34,427 71,480 148,937 
02_16_Kota P. Siantar 6,346,999 39,163 8,477 19,665 67,305 408,212 
02_17_Kota Sibolga 5,083,683 21,996 24,981 34,407 81,384 527,301 
02_18_Kota T. Balai 5,219,342 24,930 15,461 26,036 66,427 601,218 
02_19_Kota T. Tinggi 5,490,974 22,167 16,321 25,599 64,087 599,052 
03_01_Kab. Agam 3,965,223 7,852 3,105 9,923 20,880 354,421 
03_02_Kab. 50 Kota 4,843,920 4,449 4,149 13,297 21,895 342,756 
03_03_Kab. P. Pariaman 3,553,416 5,427 6,310 6,529 18,266 306,725 
03_04_Kab. Pasaman 2,802,073 4,582 2,915 14,798 22,295 319,129 
03_05_Kab. Pes. Selatan 3,113,006 6,066 4,255 9,402 19,723 328,050 
03_06_Kab. S.Lunto Sij. 4,382,170 11,604 15,321 14,929 41,854 389,908 
03_07_Kab. Solok 3,462,410 7,474 3,383 11,890 22,747 361,074 
03_08_Kab. Tanah Datar 4,343,906 7,338 4,056 10,549 21,943 423,407 
03_09_Kab. Kep. Mentawai 7,341,221 46,236 49,593 41,695 137,524 1,005,060 
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Appendix 6:  Local Government  
Per Capita Income and Revenues (2001, Rupiah) 

 RGDP 
Own 

Source 
Revenue 

Non-Tax from 
Natural 

Resources 

Share Taxes 
(PBB + 

BPHTB + 
PPH) 

Per capita 
own fiscal 
capacity 

DAU 2001 + 
Contingency 

kab_nm pc_rgdp_tot pc_pad pc_sda pc_shtx pc_dau2001_2 
03_10_Kota B. Tinggi 5,881,818 74,220 14,034 31,912 120,166 618,643 
03_11_Kota Padang 9,078,859 43,248 1,812 18,922 63,982 293,596 
03_12_Kota P. Panjang 5,633,551 34,070 32,084 55,513 121,667 1,053,549 
03_13_Kota Payakumbuh 4,797,963 32,335 13,184 25,022 70,541 786,197 
03_14_Kota Sawahlunto 9,474,686 21,429 59,752 59,637 140,818 1,102,866 
03_15_Kota Solok 5,977,021 33,030 26,779 44,082 103,891 955,409 
04_01_Kab. Bengkalis 5,043,903 50,802 1,361,691 91,481 1,503,974 398,345 
04_02_Kab. Indragiri Hilir 3,640,435 6,985 217,868 24,854 249,707 366,803 
04_03_Kab. Indragiri Hulu 4,257,401 12,501 497,949 46,064 556,514 657,317 
04_04_Kab. Kampar 1,645,419 12,196 611,307 51,254 674,757 415,878 
04_05_Kab. Karimun 1,892,138 72,250 817,846 47,122 937,218 722,537 
04_06_Kab. Riau. Kep 2,901,392 164,716 381,034 57,480 603,230 413,101 
04_07_Kab. Kuantan Singingi 2,442,771 12,426 551,020 41,081 604,527 549,616 
04_08_Kab. Natuna 7,973,884 7,618 1,512,530 117,222 1,637,370 1,909,778 
04_09_Kab. Pelalawan 6,078,539 3,909 807,747 131,226 942,882 730,036 
04_10_Kab. Rokan Hilir 4,677,198 7,614 1,394,529 89,829 1,491,972 262,600 
04_11_Kab. Rokan Hulu 2,416,241 3,073 474,091 67,095 544,259 392,691 
04_12_Kab. Siak 4,116,146 29,778 1,971,928 92,423 2,094,129 400,934 
04_13_Kota Batam 13,582,775 92,078 269,136 79,586 440,800 239,927 
04_14_Kota Dumai 5,674,335 18,883 683,980 63,727 766,590 540,397 
04_15_Kota Pekanbaru 3,769,858 35,661 200,746 53,500 289,907 245,620 
05_01_Kab. Sarolangun 2,942,292 15,042 27,534 30,553 73,129 554,276 
05_02_Kab. Muaro Jambi 2,530,148 11,227 33,243 34,655 79,125 313,222 
05_03_Kab. Tj. Jabung Timur 5,852,019 6,572 60,760 26,512 93,844 310,861 
05_04_Kab. Tebo 2,284,901 23,797 23,562 19,217 66,576 297,944 
05_05_Kab. Batanghari 3,089,104 22,957 34,692 41,182 98,831 536,961 
05_06_Kab. Kerinci 3,114,517 16,321 12,993 12,016 41,330 441,913 
05_07_Kab.  M.Bungo Tebo 2,256,536 23,922 20,101 15,294 59,317 536,750 
05_08_Kab. Merangin 
(S.Bangko) 2,414,796 13,021 17,563 26,375 56,959 370,300 
05_09_Kab. TG. Jabung 4,493,272 15,720 32,575 39,865 88,160 435,617 
05_10_Kota Jambi 4,136,429 28,083 18,892 20,958 67,933 267,560 
06_03_Kab. Lahat 3,201,929 6,681 75,370 15,287 97,338 278,352 
06_04_Kab. Muara Enim 7,909,199 15,271 103,946 32,922 152,139 237,630 
06_05_Kab. M. Banyuasin 4,297,222 4,299 157,287 18,272 179,858 202,639 
06_06_Kab. M. Rawas 3,461,144 9,674 107,065 27,884 144,623 270,790 
06_07_Kab. OKI 2,601,564 7,580 47,682 10,906 66,168 241,667 
06_08_Kab. OKU 2,916,051 5,291 43,817 10,740 59,848 208,332 
06_09_Kota Palembang 4,999,205 18,857 30,607 18,458 67,922 180,108 
07_01_Kab. B. Selatan 1,514,981 2,400 5,926 19,303 27,629 486,841 
07_02_Kab. B. Utara 1,764,923 6,150 9,064 15,328 30,542 386,043 
07_03_Kab. Rejang Lebong 3,556,795 9,084 4,345 9,230 22,659 354,036 
07_04_Kota Bengkulu 4,223,982 20,330 7,677 14,418 42,425 342,994 
08_01_Kab. Lam. Selatan 2,567,855 2,302 12,464 8,413 23,179 216,232 
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Appendix 6:  Local Government  
Per Capita Income and Revenues (2001, Rupiah) 

 RGDP 
Own 

Source 
Revenue 

Non-Tax from 
Natural 

Resources 

Share Taxes 
(PBB + 

BPHTB + 
PPH) 

Per capita 
own fiscal 
capacity 

DAU 2001 + 
Contingency 

kab_nm pc_rgdp_tot pc_pad pc_sda pc_shtx pc_dau2001_2 
08_02_Kab. Lam. Tengah 3,026,012 6,833 13,437 10,747 31,017 244,011 
08_03_Kab. Lam. Utara 1,740,146 5,560 26,584 9,064 41,208 378,807 
08_04_Kab. Lam Barat 2,991,350 4,898 38,428 15,172 58,498 262,979 
08_05_Kab. T. Bawang 2,309,698 2,123 20,319 10,555 32,997 154,895 
08_06_Kab. Tanggamus 2,590,303 3,248 17,574 7,988 28,810 189,656 
08_07_Kab. Lampung Timur 2,488,550 621 24,307 5,587 30,515 203,006 
08_08_Kab. Way Kanan 1,325,696 457 39,309 10,898 50,664 294,544 
08_09_Kota B. Lampung 5,915,613 21,392 18,916 14,421 54,729 227,746 
08_10_Kota Metro 1,814,837 16,456 118,971 15,884 151,311 943,253 
10_01_Kab. Bandung 4,098,465 13,358 1,814 11,203 26,375 177,012 
10_02_Kab. Bekasi 8,199,631 18,330 5,097 45,592 69,019 120,886 
10_03_Kab. Bogor 3,101,873 21,467 2,886 16,202 40,555 137,423 
10_04_Kab. Ciamis 3,011,944 6,457 4,616 4,338 15,411 202,562 
10_05_Kab. Cianjur 2,451,093 7,033 3,790 8,733 19,556 153,279 
10_06_Kab. Cirebon 1,936,014 6,149 3,663 6,702 16,514 154,936 
10_07_Kab. Garut 2,555,580 5,888 3,479 5,017 14,384 181,215 
10_08_Kab. Indramayu 7,516,701 6,591 11,292 9,052 26,935 145,240 
10_09_Kab. Karawang 3,704,732 18,809 18,216 22,562 59,587 124,588 
10_10_Kab. Kuningan 1,862,297 7,650 7,457 5,097 20,204 214,256 
10_11_Kab. Majalengka 2,232,169 8,080 7,116 4,953 20,149 193,907 
10_12_Kab. Purwakarta 2,724,934 29,760 10,206 23,230 63,196 185,780 
10_13_Kab. Subang 2,751,935 9,768 10,127 10,036 29,931 176,363 
10_14_Kab. Sukabumi 2,329,174 7,931 3,761 6,943 18,635 146,632 
10_15_Kab. Sumedang 2,426,854 22,270 7,702 7,121 37,093 203,806 
10_16_Kab. Tasikmalaya 2,249,805 8,239 3,542 5,303 17,084 186,428 
10_17_Kota Bandung 6,095,693 46,969 3,269 50,240 100,478 169,541 
10_18_Kota Bekasi 4,621,962 25,292 4,271 30,307 59,870 118,613 
10_19_Kota Bogor 2,774,479 26,268 9,418 29,222 64,908 196,294 
10_20_Kota Cirebon 12,104,169 66,610 26,012 32,059 124,681 343,257 
10_21_Kota Depok 1,889,045 15,651 6,110 26,320 48,081 94,385 
10_22_Kota Sukabumi 3,706,377 36,829 27,754 14,509 79,092 336,117 
11_01_Kab. Banjarnegara 2,194,974 7,828 1,246 6,667 15,741 251,767 
11_02_Kab. Banyumas 1,565,888 15,308 826 6,892 23,026 202,168 
11_03_Kab. Batang 2,372,807 11,510 1,502 8,539 21,551 320,649 
11_04_Kab. Blora 1,875,459 11,013 3,981 10,318 25,312 352,208 
11_05_Kab. Boyolali 2,532,250 15,254 1,136 7,126 23,516 234,239 
11_06_Kab. Brebes 1,576,315 8,263 1,453 5,362 15,078 160,946 
11_07_Kab. Cilacap 11,208,816 16,017 1,015 8,279 25,311 193,773 
11_08_Kab. Demak 1,730,603 6,002 984 7,161 14,147 160,422 
11_09_Kab. Grobogan 1,150,780 8,470 1,284 6,747 16,501 191,978 
11_10_Kab. Jepara 2,474,516 13,733 996 6,870 21,599 238,997 
11_11_Kab. Karanganyar 3,056,016 16,083 1,264 8,717 26,064 274,362 
11_12_Kab. Kebumen 1,693,165 8,986 859 5,551 15,396 231,984 
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Appendix 6:  Local Government  
Per Capita Income and Revenues (2001, Rupiah) 

 RGDP 
Own 

Source 
Revenue 

Non-Tax from 
Natural 

Resources 

Share Taxes 
(PBB + 

BPHTB + 
PPH) 

Per capita 
own fiscal 
capacity 

DAU 2001 + 
Contingency 

kab_nm pc_rgdp_tot pc_pad pc_sda pc_shtx pc_dau2001_2 
11_13_Kab. Kendal 4,067,990 17,347 1,393 9,845 28,585 338,489 
11_14_Kab. Klaten 2,434,919 7,940 863 6,285 15,088 259,534 
11_15_Kab. Kudus 10,415,229 28,796 1,517 9,652 39,965 258,856 
11_16_Kab. Magelang 2,156,507 14,540 888 5,995 21,423 225,624 
11_17_Kab. Pati 1,967,908 14,799 929 7,115 22,843 210,456 
11_18_Kab. Pekalongan 2,673,060 14,614 1,273 6,589 22,476 256,973 
11_19_Kab. Pemalang 1,652,377 7,264 1,474 5,664 14,402 172,732 
11_20_Kab. Purbalingga 1,685,539 8,678 1,229 6,804 16,711 283,197 
11_21_Kab. Purworejo 2,401,363 17,108 1,692 8,057 26,857 293,760 
11_22_Kab. Rembang 2,175,406 15,343 2,521 10,134 27,998 287,821 
11_23_Kab. Semarang 2,988,231 78,332 1,230 10,457 90,019 230,748 
11_24_Kab. Sragen 1,943,559 11,589 1,135 7,436 20,160 251,794 
11_25_Kab. Sukoharjo 2,923,038 9,836 1,236 9,873 20,945 200,516 
11_26_Kab. Tegal 1,344,628 9,704 1,327 5,968 16,999 203,152 
11_27_Kab. Temanggung 2,235,882 10,442 1,484 7,969 19,895 274,561 
11_28_Kab. Wonogiri 1,928,713 16,555 1,009 5,788 23,352 244,076 
11_29_Kab. Wonosobo 1,587,072 11,757 1,612 7,556 20,925 279,732 
11_30_Kota Magelang 5,752,876 78,917 8,232 29,787 116,936 888,017 
11_31_Kota Pekalongan 4,223,537 17,481 3,652 16,058 37,191 315,296 
11_32_Kota Salatiga 3,371,991 48,132 6,342 25,275 79,749 512,090 
11_33_Kota Semarang 8,319,093 48,893 710 31,835 81,438 189,032 
11_34_Kota Surakarta 5,206,625 59,788 1,954 24,381 86,123 288,094 
11_35_Kota Tegal 2,969,404 38,179 4,042 21,360 63,581 754,550 
12_01_Kab. Bantul 2,572,414 11,246 882 9,106 21,234 246,339 
12_02_Kab. G. Kidul 2,804,523 9,762 1,034 6,437 17,233 248,594 
12_03_Kab. Kulon Progo 2,806,230 18,430 1,857 10,389 30,676 562,026 
12_04_Kab. Slemen 3,531,171 22,721 764 16,908 40,393 243,607 
12_05_Kota Yogyakarta 7,251,823 102,737 1,734 38,015 142,486 336,625 
13_01_Kab. Bangkalan 2,090,454 7,053 3,043 7,328 17,424 232,511 
13_02_Kab. Banyuwangi 2,775,588 9,392 2,070 8,523 19,985 202,600 
13_03_Kab. Blitar 2,139,808 7,351 2,259 7,090 16,700 261,198 
13_04_Kab. Bojonegoro 1,665,715 7,749 5,024 8,654 21,427 210,378 
13_05_Kab. Bondowoso 1,846,366 7,813 3,441 7,477 18,731 365,725 
13_06_Kab. Gresik 8,184,313 25,714 2,364 24,232 52,310 174,402 
13_07_Kab. Jember 2,106,255 10,453 1,410 7,687 19,550 193,072 
13_08_Kab. Jombang 2,510,686 15,890 2,186 8,633 26,709 213,645 
13_09_Kab. Kediri 2,010,518 7,918 1,956 9,096 18,970 207,470 
13_10_Kab. Lamongan 2,179,886 7,164 1,912 7,540 16,616 209,163 
13_11_Kab. Lumajang 2,503,498 10,055 2,595 8,161 20,811 245,725 
13_12_Kab. Madiun 2,210,202 6,878 4,230 9,534 20,642 291,144 
13_13_Kab. Magetan 2,420,781 14,791 3,627 9,863 28,281 356,702 
13_14_Kab. Malang 2,713,494 7,342 1,032 7,486 15,860 182,256 
13_15_Kab. Mojokerto 2,471,261 17,138 2,540 13,674 33,352 284,449 
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13_16_Kab. Nganjuk 2,386,964 10,950 2,677 8,664 22,291 226,816 
13_17_Kab. Ngawi 1,866,785 8,203 3,556 9,310 21,069 266,603 
13_18_Kab. Pacitan 1,418,436 7,438 4,202 7,714 19,354 375,832 
13_19_Kab. Pamekasan 1,460,493 8,462 3,125 8,683 20,270 290,765 
13_20_Kab. Pasuruan 2,257,946 14,282 1,805 13,863 29,950 279,334 
13_21_Kab. Ponorogo 1,876,399 7,207 3,073 7,023 17,303 278,740 
13_22_Kab. Probolinggo 3,247,172 6,883 2,726 12,317 21,926 210,803 
13_23_Kab. Sampang 1,231,379 4,186 2,877 7,766 14,829 238,983 
13_24_Kab. Sidoarjo 6,160,812 28,518 2,073 27,304 57,895 160,102 
13_25_Kab. Situbondo 2,697,135 7,739 3,968 9,769 21,476 344,584 
13_26_Kab. Sumenep 2,321,136 3,909 41,049 13,470 58,428 370,390 
13_27_Kab. Trenggalek 1,400,656 7,384 3,453 7,758 18,595 329,532 
13_28_Kab. Tuban 2,541,812 22,815 2,624 9,391 34,830 204,829 
13_29_Kab. Tulungagung 3,171,459 9,969 2,461 8,632 21,062 266,453 
13_30_Kota Blitar 2,633,490 31,062 18,029 28,932 78,023 700,616 
13_31_Kota Kediri 46,640,908 20,580 8,887 42,652 72,119 459,434 
13_32_Kota Madiun 3,728,981 34,260 13,129 35,486 82,875 1,264,509 
13_33_Kota Malang 10,315,212 26,965 2,871 25,860 55,696 242,862 
13_34_Kota Mojokerto 2,931,578 31,989 19,718 39,374 91,081 948,756 
13_35_Kota Pasuruan 4,148,836 20,742 12,800 21,810 55,352 743,738 
13_36_Kota Probolinggo 5,096,754 18,463 11,178 23,087 52,728 438,199 
13_37_Kota Surabaya 12,750,907 67,529 831 63,471 131,831 128,275 
14_01_Kab.  Bengkayang 4,581,888 6,796 6,769 9,100 22,665 305,132 
14_02_Kab. Kapuas Hulu 3,091,051 3,184 17,624 35,089 55,897 708,390 
14_03_Kab. Ketapang 2,839,993 5,385 11,141 18,885 35,411 417,153 
14_04_Kab.  Landak 4,051,608 2,066 6,500 10,309 18,875 307,473 
14_05_Kab. Pontianak 5,728,142 6,266 3,024 8,409 17,699 272,864 
14_06_Kab. Sambas 3,454,865 9,209 4,764 10,084 24,057 382,762 
14_07_Kab. Sanggau 3,545,401 6,131 8,351 17,471 31,953 382,978 
14_08_Kab. Sintang 2,078,776 11,093 13,482 17,489 42,064 358,568 
14_09_Kota Pontianak 8,424,434 24,591 8,465 28,611 61,667 372,093 
15_01_Kab. Barito Sel 4,894,451 29,891 96,495 102,898 229,284 600,816 
15_02_Kab. Barito Utara 6,506,770 18,047 154,997 84,876 257,920 674,239 
15_03_Kab. Kapuas 3,698,773 17,259 42,836 18,255 78,350 462,192 
15_04_Kab. Kobar 6,524,533 55,827 105,296 39,526 200,649 476,896 
15_05_Kab. Kotim 5,094,627 10,560 76,129 25,277 111,966 443,661 
15_06_Kota Palangka Raya 4,517,028 29,337 95,321 38,784 163,442 537,752 
16_01_Kab. Banjar 3,739,939 10,715 29,050 13,129 52,894 261,120 
16_02_Kab. Barito Kuala 6,961,905 20,430 35,981 20,129 76,540 351,793 
16_03_Kab. H.S. Selatan 3,092,616 9,329 46,166 25,862 81,357 512,143 
16_04_Kab. H.S. Tengah 2,508,176 12,424 39,412 25,849 77,685 494,301 
16_05_Kab. H.S. Utara 4,668,984 11,467 72,043 34,060 117,570 377,325 
16_06_Kab. Kota Baru 7,245,228 15,185 87,986 35,687 138,858 269,258 



A Regional Public Expenditure Review Overview Report 

 125

Appendix 6:  Local Government  
Per Capita Income and Revenues (2001, Rupiah) 

 RGDP 
Own 

Source 
Revenue 

Non-Tax from 
Natural 

Resources 

Share Taxes 
(PBB + 

BPHTB + 
PPH) 

Per capita 
own fiscal 
capacity 

DAU 2001 + 
Contingency 

kab_nm pc_rgdp_tot pc_pad pc_sda pc_shtx pc_dau2001_2 
16_07_Kab. Tabalong 7,165,984 87,078 137,913 73,011 298,002 478,742 
16_08_Kab. Tanah Laut 5,172,758 13,352 110,720 32,435 156,507 346,800 
16_09_Kab. Tapin 3,931,257 11,103 68,309 40,542 119,954 531,426 
16_10_Kota Banjarmasin 5,028,087 31,401 16,522 21,589 69,512 253,156 
16_11_Kota Banjar Baru 3,122,754 14,863 71,516 20,876 107,255 506,429 
17_01_Kab. Berau 15,068,773 38,763 1,590,922 110,931 1,740,616 1,055,271 
17_02_Kab. Bulungan 2,122,086 23,869 2,076,816 162,017 2,262,702 2,045,900 
17_03_Kab. Kutai 43,491,516 38,445 2,635,848 69,375 2,743,668 701,634 
17_04_Kab. Kutai Barat 97,915,480 27,828 1,335,055 129,144 1,492,027 856,486 
17_05_Kab. Kutai Timur 34,759,996 15,252 1,731,377 265,364 2,011,993 698,617 
17_06_Kab. Malinau 4,843,519 20,922 4,609,566 244,005 4,874,493 2,110,087 
17_07_Kab. Nunukan 2,224,175 12,145 2,133,746 77,047 2,222,938 1,028,565 
17_08_Kab. Pasir 6,312,401 11,207 761,612 63,256 836,075 554,374 
17_09_Kota Balikpapan 19,631,060 62,997 400,608 126,099 589,704 332,053 
17_10_Kota Bontang 20,577,232 77,916 1,634,995 213,900 1,926,811 759,638 
17_11_Kota Samarinda 9,736,412 27,387 321,978 35,671 385,036 372,945 
17_12_Kota Tarakan 9,891,832 33,559 1,440,651 72,964 1,547,174 629,099 
18_01_Kab. Bolmang 2,383,222 6,140 6,740 12,442 25,322 344,076 
18_04_Kab. Minahasa 3,809,305 14,052 4,834 8,773 27,659 357,851 
18_05_Kab. Sangihe Talaud 2,733,141 14,597 6,189 9,712 30,498 474,431 
18_06_Kota Bitung 4,490,507 18,321 10,531 19,053 47,905 475,014 
18_08_Kota Manado 5,106,615 50,539 4,132 24,800 79,471 335,886 
19_01_Kab. Banggai 2,981,826 19,802 9,192 13,436 42,430 498,361 
19_02_Kab. Banggai Kep. 4,039,927 23,906 11,906 14,996 50,808 551,220 
19_03_Kab. Buol 3,138,592 4,498 24,070 18,915 47,483 573,229 
19_04_Kab. Donggala 3,160,278 5,694 3,736 7,531 16,961 338,871 
19_05_Kab. Morowali 4,308,419 13,808 21,583 21,268 56,659 541,656 
19_06_Kab. Poso 3,793,829 4,811 11,224 14,382 30,417 865,122 
19_07_Kab. Buol Toli-Toli 2,845,325 136,642 13,313 13,751 163,706 594,800 
19_08_Kota Palu 4,593,798 20,676 5,811 20,862 47,349 319,132 
20_01_Kab. Bantaeng 2,281,716 19,433 9,829 20,033 49,295 405,555 
20_02_Kab. Barru 2,388,711 19,841 10,246 27,250 57,337 556,838 
20_03_Kab. Bone 2,776,550 8,943 2,390 8,668 20,001 261,493 
20_04_Kab. Bulukumba 2,539,458 15,423 4,394 11,954 31,771 338,253 
20_05_Kab. Enrekang 2,093,776 16,987 15,252 21,676 53,915 469,762 
20_06_Kab. Gowa 1,968,595 20,905 3,016 8,781 32,702 304,295 
20_07_Kab. Jeneponto 1,556,735 8,767 4,881 10,265 23,913 293,561 
20_08_Kab. Luwu 1,677,685 20,688 5,336 11,282 37,306 407,282 
20_09_Kab. Luwu  Utara 7,117,310 6,341 35,642 15,974 57,957 245,815 
20_10_Kab. Majene 2,823,649 12,229 12,926 33,502 58,657 586,753 
20_11_Kab. Mamuju 2,192,758 13,724 22,981 32,496 69,201 359,452 
20_12_Kab. Maros 3,082,404 39,411 5,722 14,242 59,375 388,970 
20_13_Kab. Pangkep 3,926,235 50,613 5,874 14,050 70,537 375,609 
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20_14_Kab. Pinrang 3,745,405 18,281 5,000 19,813 43,094 375,666 
20_15_Kab. Polewali Mamasa 2,264,032 6,928 3,580 14,210 24,718 296,306 
20_16_Kab. Selayar 2,404,859 12,164 14,974 26,069 53,207 683,173 
20_17_Kab. Sidrap 3,079,619 24,242 6,588 27,228 58,058 353,484 
20_18_Kab. Sinjai 2,366,883 19,172 7,574 15,370 42,116 414,147 
20_19_Kab. Soppeng 2,904,150 12,978 7,098 23,048 43,124 417,486 
20_20_Kab. Takalar 2,095,974 13,156 6,757 15,711 35,624 440,228 
20_21_Kab. Tana Toraja 1,898,431 20,243 4,108 10,157 34,508 372,317 
20_22_Kab. Wajo 3,768,577 14,297 4,727 14,766 33,790 297,269 
20_23_Kota Pare-Pare 2,997,003 54,192 14,355 31,403 99,950 648,458 
20_24_Kota U. Pandang 5,058,159 29,988 1,419 24,809 56,216 248,341 
21_01_Kab. Buton 1,766,337 6,360 2,885 5,633 14,878 392,626 
21_02_Kab. Kendari 2,182,644 13,455 4,990 10,068 28,513 474,442 
21_03_Kab. Kolaka 4,554,874 15,175 11,171 12,800 39,146 425,742 
21_04_Kab. Muna 2,348,147 10,371 6,389 10,123 26,883 596,099 
21_05_Kota Kendari 3,585,931 27,144 7,739 24,178 59,061 392,429 
22_01_Kab. Badung 8,883,214 855,251 2,008 69,227 926,486 353,951 
22_02_Kab. Bangli 3,408,721 20,730 3,552 21,547 45,829 370,561 
22_03_Kab. Buleleng 3,196,915 11,836 1,228 12,515 25,579 321,339 
22_04_Kab. Gianyar 4,540,960 77,474 1,748 11,290 90,512 484,085 
22_05_Kab. Jembrana 4,336,992 17,009 2,962 20,229 40,200 457,999 
22_06_Kab. Karangasem 2,817,509 40,921 1,904 15,422 58,247 313,952 
22_07_Kab. Klungkung 4,471,276 36,900 4,444 24,206 65,550 510,986 
22_08_Kab. Tabanan 3,558,294 51,648 1,829 15,292 68,769 435,492 
22_09_Kota Denpasar 5,405,307 123,196 1,309 34,586 159,091 299,836 
23_01_Kab. Bima 2,206,773 11,592 8,555 8,733 28,880 368,175 
23_02_Kab. Dompu 2,985,478 12,521 23,907 20,088 56,516 536,816 
23_03_Kab. Lombok  Barat 2,093,429 25,240 6,848 9,365 41,453 260,204 
23_04_Kab. Lombok Tengah 1,602,820 6,042 5,807 6,558 18,407 273,385 
23_05_Kab. Lombok Timur 1,756,594 6,062 4,435 5,390 15,887 242,603 
23_06_Kab. Sumbawa 2,902,553 11,182 54,175 22,253 87,610 358,391 
23_07_Kota Mataram 2,804,180 20,128 13,676 27,768 61,572 293,427 
24_01_Kab. Alor 1,298,298 10,309 4,429 15,547 30,285 706,104 
24_02_Kab. Belu 900,083 6,434 1,859 8,127 16,420 400,002 
24_03_Kab. Ende 1,555,689 9,921 3,016 11,344 24,281 560,639 
24_04_Kab. Flores Timur 856,501 11,260 3,542 11,856 26,658 602,901 
24_05_Kab. Kupang 1,547,019 8,619 1,639 7,774 18,032 541,156 
24_06_Kab. Lembata 1,884,711 13,447 7,638 16,957 38,042 1,003,889 
24_07_Kab. Manggarai 1,091,299 4,226 1,218 5,628 11,072 340,509 
24_08_Kab. Ngada 1,398,755 7,806 3,078 12,180 23,064 632,265 
24_09_Kab. Sikka 1,426,285 7,214 2,617 10,866 20,697 478,833 
24_10_Kab. Sumba Barat 1,032,004 5,575 2,000 9,736 17,311 394,411 
24_11_Kab. Sumba Timur 1,730,144 10,945 4,014 16,700 31,659 686,271 
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24_12_Kab. Timtengsel 1,186,727 7,799 1,769 8,051 17,619 498,555 
24_13_Kab. Timtengut 1,144,945 10,543 3,365 15,507 29,415 716,600 
24_14_Kota Kupang 4,233,179 16,609 2,906 15,971 35,486 406,592 
25_01_Kab. Mal. Tengah 1,331,993 7,102 7,667 11,099 25,868 422,819 
25_02_Kab. Mal. Tenggara 1,204,975 9,935 9,999 17,242 37,176 567,962 
25_03_Kab. Mal. Tenggara Bar 2,586,995 1,842 15,640 28,290 45,772 529,942 
25_04_Kab.  Pulau Buru 1,120,172 6,125 30,986 35,481 72,592 772,281 
25_05_Kota Ambon 4,611,144 30,215 9,010 21,742 60,967 618,835 
26_01_Kab. Biak Numfor 3,576,072 30,440 82,528 41,458 154,426 1,450,174 
26_02_Kab. Fak-Fak 147,676,704 14,880 840,053 185,572 1,040,505 2,188,078 
26_03_Kab. Jayapura 3,255,333 4,406 104,635 70,438 179,479 1,605,978 
26_04_Kab. Jayawijaya 1,338,255 2,869 19,289 31,292 53,450 619,206 
26_05_Kab. Manokwari 3,546,700 21,714 93,085 183,773 298,572 1,124,491 
26_06_Kab. Merauke 2,719,551 16,425 54,637 63,583 134,645 1,355,521 
26_07_Kab. Mimika 2,037,479 125,538 130,399 250,405 506,342 1,332,510 
26_08_Kab. Nabire 4,496,459 10,274 79,265 53,804 143,343 1,192,606 
26_09_Kab. Piniai 3,866,489 11,544 94,128 52,793 158,465 1,711,678 
26_10_Kab. Puncak Jaya 2,830,090 302 118,761 57,391 176,454 1,303,359 
26_11_Kab. Sorong 10,927,781 19,417 204,345 217,687 441,449 1,418,079 
26_12_Kab. Yapen Waropen 3,175,389 7,148 187,775 122,196 317,119 1,989,696 
26_13_Kota Jayapura 5,212,888 20,464 51,093 26,336 97,893 660,711 
26_14_Kota Sorong 1,197,003 10,799 61,581 42,107 114,487 666,550 
27_01_Kab. Mal. Utara 2,357,136 4,920 28,664 12,944 46,528 444,879 
27_02_Kab. Halteng 2,926,476 4,631 68,914 41,989 115,534 711,335 
27_03_Kota Ternate 1,126,660 10,488 42,040 15,265 67,793 579,750 
28_01_Kab. Lebak 2,131,027 4,893 939 8,032 13,864 193,086 
28_02_Kab. Pandeglang 2,306,726 6,852 829 8,642 16,323 222,837 
28_03_Kab. Serang 5,875,687 30,462 486 14,973 45,921 149,745 
28_04_Kab. Tangerang 4,269,709 18,054 271 31,108 49,433 93,488 
28_05_Kota Cilegon 5,893,233 91,158 2,549 49,658 143,365 176,389 
28_06_Kota Tangerang 11,226,137 34,547 574 42,615 77,736 111,714 
29_01_Kab. Bangka 5,614,503 16,141 14,699 19,985 50,825 225,756 
29_02_Kab. Belitung 5,677,487 40,963 27,331 31,744 100,038 363,373 
29_03_Kota Pangkal Pinang 3,953,111 25,963 40,010 38,264 104,237 420,896 
30_02_Kab. Boalemo 1,911,773 23,457 9,342 16,314 49,113 451,285 
30_03_Kab. Gorontalo 1,836,392 5,358 3,037 6,171 14,566 292,175 
30_07_Kota Gorontalo 2,137,177 25,104 9,858 17,982 52,944 695,767 
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